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CXECUTIVE SUMMARY 

effrey W. Stuck testifies that: 

'he Chaparral City Water Company system is located within the Town of Fountain Hills in 
Jaricopa County, Arizona. The overall service area covers approximately 19 square miles, and 
here are approximately 13,800 customers within the service area. The topography within the 
ervice area ranges in elevation from 1500 feet to 2575 feet. 

'roduction facilities consist of the Shea Water Treatment Plant (SWTP) which is a 15 million 
;allon per day (MGD) surface water treatment plant employing a contact clarification and 
iltration process in three identical 5 MGD modules. The other production facility is a 
:roundwater well referred to as Well 10 that consists of a well with production capacity of 1,700 
;allons per minute (GPM) and includes a dual filter absorption arsenic removal facility. 

'he Company's unaccounted for water ratio is 14.5%. CCWC has been actively working to 
.ddress and reduce this ratio in a cost effective manner. 

XWC is proposing a tank maintenance program for its storage reservoirs spanning 18 years to 
nsure maintenance occurs at a frequency that balances the timing necessary to effectively 
xtend the life of these assets through maintenance activities and in a manner that is not overly 
,urdensome to the customers. The total anticipated cost for the 1 8-year reservoir maintenance 
dan is estimated to be $3,639,307, which will result in an annual expense of $202,184 as 
lisplayed in Schedule C-2 ADJ SM-17. 
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INTRODUCTION AND QUALIFICATIONS 

PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND TELEPHONE 

NUMBER. 

My name is Jeffrey W. Stuck. My business address is 15626 N. Del Webb Boulevard, 

Sun City AZ, and my business phone is 623-445-3 125. 

IN WHAT CAPACITY AND BY WHOM ARE YOU EMPLOYED? 

I am employed by EPCOR Water (USA) Inc. (“EWUS”) as Director of Operations for 

the Eastern Division in Arizona which includes the following: Chaparral City Water, 

Mohave Water, Mohave Wastewater, Havasu Water, Paradise Valley Water, Anthem 

Water, Anthem Wastewater, and Tubac Water. 

PLEASE DESCRIBE YOUR PRIMARY RESPONSIBILITIES FOR THE 

COMPANY. 

For the Eastern Division, I am responsible for water treatment, water distribution, 

wastewater treatment, and wastewater collections to ensure reliable service is provided to 

customers. 

PLEASE DESCRIBE YOUR PROFESSIONAL EXPERIENCE AND 

EDUCATION. 

I hold a Bachelor of Science Degree from Arizona State University. I have worked in the 

water industry for over 24 years. I began my career working at the Arizona Department 

of Water Resources where my duties included water rights investigations associated with 

the Little Colorado River Adjudication. In 1992, I began working for the Arizona 

Department of Environmental Quality in the Safe Drinking Water Program. Over the 

next 13 years, I held many positions in the ADEQ Safe Drinking Water Program with the 

last being the Safe Drinking Water Program Manager. In 2005, I joined American Water 
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as the Western Region Environmental Director. Since 2007, I have been employed as the 

Eastern Division Operations Director with responsibilities including overseeing water 

and wastewater operations in the communities of Fountain Hills, Tubac, Paradise Valley, 

Anthem, Bullhead City, and Lake Havasu. 

HAVE YOU PREVIOUSLY TESTIFIED BEFORE THIS COMMISSION? 

Yes. 

PURPOSE OF TESTIMONY 

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS CASE? 

Please see the executive summary of my direct testimony. 

CHAPARRAL CITY WATER COMPANY SYSTEM 

PLEASE DESCRIBE THE CHAPARRAL CITY WATER COMPANY SYSTEM. 

The Chaparral City Water Company (“CCWC” or “Company”) system is located within 

the Town of Fountain Hills in Maricopa County, Arizona. The overall service area 

covers approximately 19 square miles, and there are approximately 13,800 customers 

within the service area. The topography within the service area ranges in elevation from 

1500 feet to 2575 feet. Production facilities consist of the Shea Water Treatment Plant 

(SWTP) which is a 15 million gallon per day (MGD) surface water treatment plant 

employing a contact clarification and filtration process in three identical 5 MGD 

modules. The other production facility is a groundwater well referred to as Well 10 that 

consists of a well with production capacity of 1,700 gallons per minute (GPM) and 

includes a dual filter absorption arsenic removal facility. Well 10 is used from June 

through September annually as firm supply and to ensure compliance with the U.S. EPA 

disinfection byproducts regulations. Without Well 10, the system would rely solely on the 

SWTP and the CAP water source. As described in the testimony of Mr. Ian C. Crooks, a 
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2. 

4. 

failure in this plant or delivery system would result in widespread water outages in the 

service area. 

The distribution system consists of eight (8) above ground finished water storage 

reservoirs and eight pump stations. The storage reservoirs and pump stations provide a 

combination of both gravity and pumped storage to the system. The distribution network 

consists of approximately 220 miles of mains, ranging in size from 4-inches to 24-inches. 

The distribution system was incrementally constructed by a developer as new homes and 

additional sections were opened up to service. 

PLEASE DESCRIBE THE RELATIONSHIP BETWEEN CHAPARRAL CITY 

WATER COMPANY AND EPCOR WATER (USA) INC. 

Chaparral City Water Company was the first utility acquisition by EWUS. EWUS 

assumed the operations of CCWC on June 1,201 1. On February 1,20 12, EWUS 

completed the acquisition of the Arizona water and wastewater utilities formerly owned 

by American Water and renamed Arizona American Water Inc. as EPCOR Water 

Arizona, Inc. (“EWAZ”). In October 2012, EWUS began to integrate the operations of 

CCWC with the much larger EWAZ utility business in Arizona. This operations 

integration is now complete and was done primarily to broaden and improve the services 

available to CCWC. Prior to this operations integration, CCWC did not have expertise 

on staff to provide engineering and the full spectrum of operational support available to 

other EWUS entities. As a result, prior to integration, these services were obtained 

through contracting with third party entities. With this operations integration complete, 

the Company now receives services from EWUS staff, such as engineering support, 

hydraulic modeling, computerized maintenance management, operational optimization, 

GIS mapping and customer service management. In addition, the integration has 

significantly improved timeliness and quality of service provided to CCWC and 
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customers, while also allowing more proactive management of the utility. As mentioned 

by CCWC witness Mr. Thomas M. Broderick, CCWC has not fully integrated CCWC 

with EWAZ in certain areas such as IT systems. 

NON-REVENUE WATER 

PLEASE DESCRIBE THE TEST YEAR LEVEL OF CCWC’S NON-REVENUE 

WATER. 

In the recent filing of CCWC’s 201 2 Arizona Corporation Commission annual report, the 

unaccounted for water ratio in the CCWC system was 14.5%. These figures, which I 

reviewed for the first time following the operations integration discussed above, cover the 

first full year of operation under EWUS ownership. As a result of these figures, CCWC 

has been actively working to address and reduce this ratio in a cost effective manner. 

WAS THE FIGURE OF 14.5% ALREADY REDUCED FOR A CAP METER 

ERROR? 

Yes. In 2012, it was re-verified that there is an on-going metering error occurring with 

the Central Arizona Project (CAP) diversion meter that measures CAP water delivered to 

the Chaparral City Water Company SWTP for treatment and delivery to the water 

distribution system. The Central Arizona Water Conservation District (CAWCD) uses an 

Accusonic flow meter to measure water volumes delivered to the SWTP. In coordination 

with CAWCD, CCWC discovered that the meter was calibrated to an incorrect inside 

diameter pipe measurement which was resulting in an overstatement of delivered water 

volume. A meter test was performed, and it was confirmed that the inaccuracy was 

resulting in an Overstatement of delivered water volume of approximately 4.3%. Before 

this adjustment, the actual unaccounted for water ratio was more than 18%0. At the 

conclusion of the meter test a meeting was held with representatives of the Central 
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Arizona Project (CAP) where it was discovered that the meter had an incorrect inside 

diameter parameter programmed into the flow measurement calculation. This parameter 

was corrected and the meter is fimctioning properly at this time and with the passage of 

time more data will become available to verify the correction. 

?. 

4. 

SINCE THESE FIGURES ARE MUCH HIGHER THAN REPORTED BY CCWC 

IN 2010 AND 2011, WHAT DO YOU EXPECT GOING FORWARD AND WHAT 

ACCOUNTS FOR THE INCREASE? 

Unfortunately, CCWC expects the unaccounted for water ratio to exceed 10% until a 

number of remedial actions are undertaken. CCWC believes that the primary factors 

contributing to this unaccounted for water ratio include leaking service lines and aged 

customer meters. Some customer meters are more than 30 years old, and industry data 

shows that customers’ meters will under-register usage as they age beyond 10-1 2 years. 

CC WC is actively conducting leak detection efforts to find and replace leaking service 

lines and is engaging in a system-wide aged meter replacement program. All aged meters 

will be replaced with automated meter read technology meters. These important efforts 

are further explained by Mr. Ian C. Crooks in his testimony. As discussed in the 

testimony of CCWC witnesses Mr. Thomas M. Broderick and Mr. Ian C. Crooks, CCWC 

is seeking a DSIC-like mechanism as part of this proceeding to address these 

replacements, and I strongly support those efforts. 

I am now well aware that these unaccounted for water figures have increased from what 

was filed with the Commission by the previous owner of CCWC. I recently reviewed the 

March 1’20 10 compliance filing in Docket No. W-02113A-07-0551 on the topic of 

unaccounted for water and note that it disclosed the discrepancy associated with the error 

of the CAWCD meter and noted that the magnitude was uncertain. I have reviewed the 

data tables associated with that filing, and I have looked at other historic data that is 
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available, and I have not been able to retrace or reconcile those calculations. However, it 

appears that the prior owner did not rely on CAP water metered data, but perhaps on data 

coming from production meters located beyond the water treatment plant and in the 

distribution system, as those lower unaccounted for water figures come closer to 

matching the 2010 and 201 1 figures submitted to the Commission. This approach 

measures water after all treatment processes, including any in-plant usage. There was a 

post-production adjustment in that March 20 10 filing that adjusted downward the 

production numbers to account for water used by the Company in connection with its 

operations and if that adjustment included water used in the production process it would 

have a net result of counting it twice. I cannot say for certain, however, whether this did 

or did not occur because there is no detail surrounding the adjustment in the filing. 

TANK MAINTENANCE 

WHAT IS THE PLAN FOR TANK MAINTENANCE FOR CCWC? 

There are eight (8) finished water reservoirs and one (1) raw water reservoir in this water 

system. The in-service dates of the storage reservoirs in the CCWC system range from 

1972 to 2005. A tank maintenance plan is proposed to span 18 years and was developed 

to ensure that maintenance occurs at a frequency that balances the timing necessary to 

effectively extend the life of these assets through maintenance activities and in a manner 

that is not overly burdensome to customers. There is no clear cut industry standard for 

frequency of tank maintenance, and as such, the request is based on the number of tanks 

in the district, the size of those tanks, the age of the tanks and the material they are 

constructed from. 

As described in detail in Exhibit JWS-1, the tank maintenance plan for the Chaparral City 

Water Company system is based on an 1 %year schedule. The total anticipated cost for 

8 year reservoir maintenance plan is estimated to be $3,639,307. This overall plan the 
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cost was derived from the data collected from a certified inspection of CCWC reservoir 

#2 conducted by Riley Industrial Services. This inspection reflects costs associated with 

stripping, treating and coating tanks which will be required of all finished water 

reservoirs in the plan. This will result in an annual expense of $202,184 as displayed in 

Schedule C-2 ADJ SM-17. It is anticipated that this estimated expense would be 

available for review and adjustment as appropriate and necessary in subsequent CCWC 

rate cases. 

Q. 
4. 

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY IN THIS CASE? 

Yes. 
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:XECUTIVE SUMMARY 

effrey W. Stuck responds to the testimony of ACC Staff regarding water loss adjustments and 
lso to RUCO regarding tank maintenance expenditures. 

’he water loss reduction efforts undertaken by EPCOR Water (USA) Inc. which began in 
Ictober 201 2 have, and continue, to positively affect the water loss ratio of the CCWC. 
ncluded is testimony that CCWC’s 2013 water loss ratio has been declining and is currently at 
3.37%, which is a 1.13% reduction. This testimony supports requiring the CCWC to make 
ompliance filings updating staff on a regular basis to the progress being made to reduce water 
ass levels. This approach should be used in lieu of reductions in operating expense to provide 
he necessary time to correct some of the operational issues that are contributing to current water 
ass levels. 

n response to RUCO’s recommended disallowance of tank maintenance expenses, additional 
nformation is provided that supports the tank maintenance expense request included in the direct 
estimony. Previous decisions by the Commission have been referenced where this approach 
vas approved and is now being successfully implemented in EPCOR Water (USA) Inc.’s water 
listri c t s. 

dr. Stuck also updates the post test year plant projects completed by the Company in 2013. 
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INTRODUCTION AND QUALIFICATIONS 

PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND TELEPHONE 

NUMBER. 

My name is Jeffrey W. Stuck. My business address is 15626 N. Del Webb Boulevard, 

Sun City, AZ, and my business phone is 623-445-3 125. 

ARE YOU THE SAME JEFFREY W. STUCK WHO PROVIDED DIRECT 

TESTIMONY IN THIS CASE? 

Yes. 

WATER LOSSES 

HAVE YOU REVIEWED STAFF’S TESTIMONY RELATING TO WATER LOSS 

FOR CCWC? 

Yes, I have. 

DO YOU AGREE WITH ITS RECOMMENDATIONS TO REDUCE THE 

PRODUCTION EXPENSES (PURCHASED WATER, FUEL AND POWER, AND 

CHEMICALS) BASED ON TEST YEAR WATER LOSS LEVELS? 

No. 

PLEASE EXPLAIN WHY IT IS IMPROPER TO REDUCE PRODUCTION 

EXPENSES FOR CHAPARRAL CITY WATER COMPANY BASED ON TEST 

YEAR WATER LOSS DATA. 
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EPCOR Water (USA) Inc. acquired and took over operations of the Chaparral City Water 

Company (“CCWC”) on June 1,201 1. In October 2012, the current EPCOR operations 

management team assumed responsibility for the operation of the system. The 

compliance filing submitted by the previous owners showed water losses in an allowable 

range. As provided in my direct testimony in this case, I reviewed those historic water 

loss reports for the CCWC which reflected a water loss ratio significantly below lo%, but 

was unable to replicate the numbers submitted to the Arizona Corporation Commission 

(“ACC”) by the former owners of CCWC. In October 2012, I compiled the 2012 water 

sales and production values and recalculated the water loss ratio and computed a rolling 

12-month water loss of 14.5% for calendar year 2012. 

HOW DID THE OPERATIONS MANAGEMENT TEAM RESPOND TO THIS 

FINDING? 

The CCWC operations team immediately began work to undertake actions to reduce the 

water loss ratio, and we continue that work today. We have employed traditional leak 

detection techniques and modified techniques that were developed by EPCOR Water 

(USA) Inc. in our Mohave Water (in the Bullhead City area of the state) and Havasu 

Water (in the Lake Havasu City area of the state) Districts. The modified leak detection 

technique differs from traditional acoustic leak detection and has proven to be invaluable 

and highly accurate in tracing leaking service lines that historically went undetected 

under traditional leak detection techniques. The physical conditions in the CCWC 

territory are similar to those that you find in the Bullhead City (Mohave Water) and Lake 

Havasu City EPCOR service territories. These conditions include significant elevation 

changes with various bury depths for service lines. As a result, leaks often do not surface 

and coupled with the soil conditions, the leaks also do not always send a reliable return in 

the traditional acoustic leak detection measurements. The modified technique we have 

developed allows us to listen for leaks on specific service lines and the success rate in 
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locating leaks has improved dramatically. Valve replacements are another focus for 

water loss reduction in the CCWC territory. Properly operating valves are a key 

component to executing the modified leak detection technique described above and in 

directly reducing water loss by allowing good shutdowns in instances of water main and 

service line breaks. We have also evaluated the age of customer meters in the CC WC 

service territory and found that there are many meters that are 20-30 years old. Industry 

data shows that customer meters will under-register usage after approximately 10-12 

years. In response to this, we have also begun implementation of an aged customer meter 

replacement program. We also began annual testing and calibration of all water 

production meters in 20 1 3. These activities have proven successful in reducing water 

loss ratios in other EPCOR. districts and they are working in CCWC as well. 

WHAT ARE THE WATER LOSS RATIOS FOR THE TEST YEAR IN THIS 

CASE AND CURRENTLY? 

My direct testimony for this case filed on April 26,201 3 showed the 12-month rolling 

average water loss ratio for the test year was 14.5%. We have been implementing the 

strategies discussed above for 15 months and the CCWC water loss ratio in December 

201 3 has been reduced to 13.37%. This is not only a reduction from the water loss ratio 

at the time of filing but is also showing the water loss to be reduced from the 13.9% that 

was reported in the ACC Staffs Engineering report. This shows a downward trend and 

demonstrates the activities CCWC is implementing are working. 

WHAT IS EPCOR'S POLICY REGARDING WATER LOSS IN ITS OPERATING 

DISTRICTS? 

EPCOR Water (USA) Inc. agrees with ACC Staff that a water loss ratio of 10% or less is 

an appropriate objective; however, we do not agree that reducing water production 

. . . .. . -_ 
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expenses when the ratio is greater than 10% is necessarily the appropriate means of 

achieving that rate. 

IS IT YOUR OPINION THAT REQUIRING COMPLIANCE FILINGS FOR 

CCWC IS A MORE EFFECTIVE APPROACH TO CURBING HIGH WATER 

LOSSES THAN REDUCING PRODUCTION EXPENSES? 

I believe the approach of requiring the Company to make compliance filings related to its 

plans to reduce water loss is the appropriate approach in this case. You can see that the 

water loss reduction techniques discussed here are having a positive impact in reducing 

the water loss ratios and will allow the Company, as a new owner, the necessary time to 

evaluate the most effective means to address the water losses under the supervision of 

ACC Staff. The Company strongly believes that the use of compliance monitoring by 

the ACC Staff is the appropriate course of action here given the Company’s efforts to 

reduce water loss. 

IN PRIOR CASES, WHAT WAS THE ACC STAFF’S GOAL IN 

RECOMMENDING THE COMPLIANCE MONITORING? 

The Commission summarized the ACC Staff‘s motivation in Decision No. 7 14 10 at page 

61 where it stated: 

“Staffbelieves that its recommendation provides an opportunity for the Company to 

provide a detailed report demonstrating that water loss reduction to less than 10 percent 

is cost prohibitive and not cost egective; that water loss reduction is part of the 

Company’s routine maintenance program; and that the Company has an obligation to 

properly maintain its system. ” 

HAS CCWC DEMONSTRATED THAT IT IS, IN FACT, TAKING MEASURES 

TO REDUCE ITS WATER LOSSES? 

- . .. . . . 
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Yes. 

ARE THERE OTHER COMPELLING REASONS TO ALLOW CCWC MORE 

TIME TO RESPOND TO THE HIGH WATER LOSSES AT THIS TIME? 

Yes. As of the end of the test year in this case, EPCOR Water only had ownership of 

CCWC for nineteen months and had already implemented a program to respond to the 

high water losses. To reduce production-related expense recovery at this time is not only 

punitive to a responsible corporate entity, but it sends the wrong message to a new, 

responsible owner. 

TANK MAINTENANCE 

HAVE YOU REVIEWED RUCO’S WITNESS’S RECOMMENDATION 

PERTAINING TO CCWC’S REQUEST FOR TANK MAINTENANCE 

EXPENSE? 

Yes, I have reviewed the direct testimony provided by Mr. Michlik regarding CCWC’s 

request for tank maintenance expense. 

DO YOU AGREE WITH RUCO’S RECOMMENDATION ON THE TANK 

MAINTENANCE EXPENSE REQUEST? 

No. In a previous rate case in which this same tank maintenance approach was ultimately 

approved, RUCO supported the Company’s approach. Decision No. 7141 0 (issued 

December 8,2009, at page 36), noted the following regarding RUCO’s position: 

“RUCO supports the Company’s request, based on its review of estimates the Company 

has received, but not accepted, through a request for proposals process. RUCO states 

that any future imprudent or unreasonable expenditure incurred by the Company in 

connection with the program could be addressed in a fiture rate case proceeding to 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

lhaparral City Water Company 
Lebuttal Testimony of Jeffrey W. Stuck 
locket No. W-02 1 13A-13-0118 
#age 6 of 9 

insure that ratepayers are not harmed by the Company being overcharged for work that 

is not needed. ” 

In a subsequent ACC Decision, Decision No. 72047 (issued January 6,201 1, at page 57), 

RUCO did not object to the normalization adjustment proposed by the ACC Staff for tank 

maintenance expense for the Sun City Water District which has a similar basis to the 

request in the present case. 

RUCO’s position in both of these cases is supportive of the Company’s approach to 

maintaining storage tanks, and I am confident that the tank maintenance expense 

proposed in my direct testimony is appropriate for CCWC. RUCO has not provided any 

reasonable support for their new position on CCWC’s request for known and measurable 

tank maintenance expenses. The districts in the two dockets referred to above have been 

using this approach as approved in Decision Nos. 7 14 10 and 72047 and are successfully 

maintaining these critical assets in a manner that extends their useful life and greatly 

improves service reliability. 

V 

2. 

4. 

2. 

POST TEST YEAR PLANT ADDITIONS 

HAVE YOU REVIEWED STAFF’S AND RUCO’S TESTIMONY THAT 

PERTAINS TO POST TEST YEAR PLANT ADDITIONS (PTYPA) FOR CCWC? 

Yes, I have. And, because Mr. Crooks is no longer with the Company, I will be adopting 

his testimony regarding post test year plant and will be responding to the ACC Staffs 

and RUCO’s testimony on that subject matter. 

DO YOU AGREE WITH THEIR RECOMMENDATION THAT POST TEST 

YEAR PLANT SHOULD BE LIMITED TO PLANT COMPLETED BEFORE 

JULY 31,2013? 
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4. 

2. 

4. 

Q. 

4. 

Q. 

A. 

No, I do not. I see that ACC, Staff has recommended inclusion of post test year plant 

through July 2013 and that RUCO has suggested inclusion of only capital projects 

classified as Investment Projects, or IP projects, and the exclusion of recurring capital 

projects, as post test year plant through July 2013. Recurring capital projects include 

investment in service line replacements, meter replacements, valve replacements and 

other commonly recurring capital projects. 

WHAT TIME PERIOD WOULD YOU RECOMMEND BE CONSIDERED FOR 

POST TEST YEAR PLANT IN THIS CASE? 

I believe that inclusion of post test year plant should be allowed for projects completed 

by December 3 1,201 3 in this case. 

WHY DO YOU FEEL DECEMBER 31,2013 IS THE APPROPRIATE TIME 

FRAME FOR POST TEST YEAR PLANT IN THIS CASE? 

There were many post test year plant projects contained in Mr. Crooks direct testimony 

that are critical projects for water quality compliance, system reliability and maintaining 

customer service levels and which were not completed until the second half of 2013. 

These projects have now been completed and the costs for these projects are known and 

measurable. 

PLEASE DESCRIBE THE ADDITIONAL PROJECTS RELATED TO THE SHEA 

WATER TREATMENT PLANT. 

The Shea Water Treatment Plant (“SWTP”) improvements included many critical 

projects. First, the Company replaced the pneumatically operated valves that work 

together to allow for the proper and efficient operation of the plant. This project was 

completed in December 2013. In addition, a modular trailer was installed to provide 

office space for operators responsible for the SWTP. This modular trailer was installed 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

Zhaparral City Water Company 
tebuttal Testimony of Jeffrey W. Stuck 
locket No. W-02113A-13-0118 
'age 8 of 9 

in the fall of 20 13 at the SWTP, which now allows the operators to be in a different room 

than the plant laboratory. Variable Frequency Drives were also installed on two high 

service pumps at the SWTP. Both pumps that move water from the SWTP to Zone 1 of 

the distribution system were replaced. These pumps were old and experiencing vibration 

issues. Finally, three new blowers were purchased and installed at the SWTP to replace 

the existing, aged blowers. Air is critical and central to the operation of the SWTP both 

in terms of scouring the filter beds as part of the treatment process as well as operating all 

of the pneumatic process control valves. CCWC also replaced production meters at the 

well 10 site and at the SWTP to allow for accurate measurement of water deliveries. 

Finally, the Supervisory Control and Data Acquisition (SCADA) system was upgraded 

from old and outdated PLC and radio communication networks to improve system 

control and reliability. 

2. 

4. 

PLEASE DESCRIBE THE ADDITIONAL POST TEST YEAR PROJECTS THAT 

ARE NOW COMPLETE. 

These projects include critical work in recurring projects consisting of meter, services, 

valves, hydrants, mains, vehicles, tools and equipment. CCWC replaced 261 broken or 

leaking service lines, 844 aged or broken customer meters, 20 valves, 30 hydrants, and 

rebuilt 8 Pressure Reducing Valves (PRV) that were undersized, leaking and causing 

pressure fluctuations in the distribution system. A new backhoe was purchased in 

December 201 3 which is a critical piece of equipment in completing repairs and 

replacements to buried infrastructure. CCWC replaced 200 feet of main that was causing 

water quality and pressure issues and also experienced three large main breaks in 201 3 

that required extensive repaving after repairs to restore major thoroughfares in the Town 

of Fountain Hills. 
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Q* 
A. 

The last post test year project pertained to the installation of a rechlorination system at 

Reservoir 5. This was installed to ensure adequate chlorine residuals can be maintained 

at the farther reaches of the distribution system and to allow reduction of chlorine use at 

the SWTP. This project will also assist the system in meeting the US EPA Stage 2 

Disinfection Byproducts regulation. 

DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY IN THIS CASE? 

Yes. 
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EXECUTIVE SUMMARY 

leffrey W. Stuck responds to RUCO’s opposition to CCWC’s inclusion of tank maintenance 
:xpense. 
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INTRODUCTION AND QUALIFICATIONS 

PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND TELEPHONE 

NUMBER. 

My name is Jeffrey W. Stuck. My business address is 15626 N. Del Webb Boulevard, 

Sun City, AZ, and my business phone is 623-445-3 125. 

ARE YOU THE SAME JEFFREY W. STUCK WHO PROVIDED DIRECT AND 

REBUTTAL TESTIMONY IN THIS CASE? 

Yes. 

TANK MAINTENANCE 

HAVE YOU REVIEWED RUCO’S WITNESS’S SURREBUTTAL TESTIMONY 

REGARDING CCWC’S REQUEST FOR TANK MAINTENANCE EXPENSE? 

Yes, I have reviewed Mr. Michlik’s surrebuttal testimony regarding tank maintenance 

expense. 

WHAT IS YOUR RESPONSE TO THE FURTHER ARGUMENTS MADE BY 

MR. MICHLIK? 

There seems to be some confusion about the company’s requests and the Commission’s 

decisions regarding tank maintenance. If I mischaracterized RUCO’s positions in those 

prior cases, that was not my intent. What is important to note, however, is that the 

Commission approved the same type of tank maintenance expense for the water districts 

at issue in Decision No. 71410 and for the Sun City Water District as part of Decision 

No. 72047. That approach has been an effective means to address the tank maintenance 

issues in those districts. 

DID THE COMMISSION APPROVE TANK MAINTENANCE EXPENSE FOR 

THE WATER DISTRICTS AT ISSUE IN DECISION NO. 71410? 
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Yes, the Commission approved tank maintenance expense as recommended by Staff and 

accepted by the Company in that case. In the case referred to by Mr. Michlik, the 

proposal requested a tank maintenance reserve, which is not what has been requested by 

CCWC in this case. In this case, CCWC has proposed, and Commission Staff has 

recommended, the same type of approach as approved in Decision 71410. 

DID THE COMMISSION ALSO APPROVE TANK MAINTENANCE EXPENSE 

FOR THE SUN CITY WATER DISTRICT IN DECISION NO. 72047? 

Yes, and if I misstated RUCO’s position, as set forth in the Decision, that was not my 

intent. What I can state definitively is that the condition of the tanks in the Sun City 

Water District is very similar to the condition of those in CCWC’s service territory. As 

with Sun City, these tanks must be maintained, and the tank maintenance program 

proposed for CCWC will bring the same “long term system benefits” that the 

Commission cited to for the Sun City District. (Decision No. 72047 at 58). 

MR. MICHLIK NOTES THAT A DEFERRAL ACCOUNT WAS USED FOR 

ANTHEM. HOW DO YOU RESPOND? 

He is correct. However, the tanks in Anthem are much newer than those in the CCWC 

district, A regular tank maintenance program was not required or necessary in that 

district, so the use of a deferral account was recommended by the Commission Staff and 

ordered by the Commission to be more appropriate. 

MR. MICHLIK STATES A CONCERN THAT THE TANK MAINTENANCE 

WILL NOT GET DONE. IS THAT A VALID CONCERN? 
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Absolutely not. EPCOR is committed to completing necessary maintenance to the 

facilities of this and all other utilities it owns. I believe we have demonstrated this 

commitment through the activities I have discussed in my testimony pertaining to post- 

test year plant additions. We have completed several maintenance related projects at the 

S WTP that went unaddressed for many years prior to EPCOR ownership. EPCOR has 

also completed tank maintenance as approved in the prior decisions for the other districts 

discussed above. Maintenance of these tanks is critical to the continued sound operation 

of this utility and completion of this maintenance work is a top priority. 

DO YOU HAVE ANY ADDITIONAL COMMENTS? 

Yes. 

surrebuttal testimony does not mean that CCWC concurs with those positions. 

The fact that I have not addressed any issue raised by RUCO or Staff in its 

DOES THIS CONCLUDE YOUR REJOINDER TESTIMONY IN THIS CASE? 

Yes. 
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EXECUTIVE SUMMARY 

Candace Coleman testifies that: 

Chaparral City Water Company (“CCWC” or “Company”) has requested a System Improvement 
Benefit (SIB) Mechanism in order to reduce regulatory lag and introduce rate gradualism. 

CCWC believes that the SIB process will allow for proper scrutiny of projects’ prudency and 
used and useful status. Although this may initially increase the workload on Commission Staff, 
CCWC believes this workload will decrease as the process is streamlined. CCWC plans to keep 
detailed records on SIB projects in order to increase the efficiency of the project review process. 

.- .-. . . - .... . . . . . . - . - .... 
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INTRODUCTION AND QUALIFICATIONS 

PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND TELEPHONE 

NUMBER. 

My name is Candace Coleman. My business address is 2355 W Pinnacle Peak Rd., Suite 

300, Phoenix, Arizona 85027, and my business phone is (623) 445 -2498. 

IN WHAT CAPACITY AND BY WHOM ARE YOU EMPLOYED? 

I am employed by EPCOR Water Arizona Inc. (“EWAZ”) as an Engineer in the Plamiing 

Department. 

PLEASE DESCRIBE YOUR PRIMARY JOB RESPONSIBILITIES. 

I am responsible for the planning for EWAZ’S dater and wastewater systems throughout 

Arizona and New Mexico. My job includes developing comprehensive planning studies, 

creating and utilizing hydraulic models for distribution system analyses, and identifying 

potential system deficiencies caused by issues such as aging infrastructure and water 

quality. 

PLEASE DESCRIBE YOUR PROFESSIONAL EXPERIENCE AND 

EDUCATION. 

I graduated from the University of California at Berkeley with a Bachelor of Science 

degree in Chemical Engineering. I am a Registered Professional Engineer in Arizona. I 

joined EWAZ (then Arizona-American Water Company) in 2006. Before joining 

EWAZ, I was employed by ATC Associates, where I worked as an environmental 

engineer and was responsible for managing several underground storage tank remediation 

projects. Prior to working for ATC Associates, 1 was employed by Baker Petrolite as a 

chemical engineer managing chemical application accounts for Shell Oil and Conoco 

Phillips. 
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a. 
4. 

Q. 
A. 

11. 

Q. 

A. 

Q. 

A. 

DID YOU PROVIDE DIRECT TESTIMONY IN THIS CASE? 

No. I will be adopting the portions of the direct testimony of Mr. Ian C. Crooks relating 

to the SIB Mechanism when the hearings commence in this proceeding. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS CASE? 

The purpose of my testimony in this case is to respond to certain arguments raised by 

RUCO in its recommendation to deny the Company’s request for a SIB Mechanism. 

SYSTEM IMPROVEMENT BENEFIT (SIB) MECHANISM 

RUCO IS CONCERNED THAT CAPITAL IMPROVEMENT COSTS OUTSIDE 

OF A RATE CASE WILL RESULT.IN LESS SCRUTINY OF THE PRUDENCY 

OF THE EXPENDITURES AND USED AND USEFUL STATUS. DO YOU 

AGREE? 

No. In fact, I expect that submissions to support SIB projects may be even more dctailed 

than for non-SIB related projects. As part of its application in this case, CCWC 

submitted a comprehensive engineering report and project descriptions in the SIB Table 

1. These tables will be updated at the end of each year (SIB Table 11) and each project 

will be evaluated in detail as part of the requirements laid out in the Commission- 

approved SIB guidelines. 

RUCO TESTIFIES THAT SIB INCREASES THE WORKLOAD ON 

COMMISSION STAFF. DO YOU BELIEVE THAT THIS WORKLOAD WILL 

BE REDUCED AS BOTH THE COMPANY AND COMMISSION STAFF 

BECOME MORE FAMILIAR WITH THE SIB PROCESS? 

Yes. The SIB Mechanism is a new process for both EPCOR and Commission Staff, and 

this process will become more efficient as both parties become more accustomed to the 

process. EPCOR is committed to working with Staff to provide whatever information is 
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needed in a format that is easy to review. In addition, Staffs support for the SIB 

Mechanism makes clear that Staff believes it can process these requests in an efficient 

manner. 

RUCO ALSO INDICATES THAT “IF THE COMPANY CANNOT SUPPORT ITS 

OWN PLANT RECORDS IN THIS RATE CASE, HOW CAN THE COMPANY 

SUPPORT A SIB?” DO YOU AGREE WITH THIS STATEMENT? 

No. I understand RUCO’s concern about CCWC’s difficulty providing plant records in 

support of plant activity prior to EPCOR’s purchase of CCWC, but this is in no way an 

indication of EPCOR’s record keeping now or in the future. CCWC was dependent on 

assistance from @ofden State Water Company to obtain the plant records. And, as a 

result of extensive work, it is my understanding that CCWC has now provided to RUCO 

all of the plant records that it seeks. SIB projects will be managed very tightly by the 

Company, not only for the purpose of updating CCWC’s own records, but also because 

each individual SIB project will be included in the SIB Table I1 filing at the end of each 

year. 

HAS RUCO RAISED OTHER ARGUMENTS IN OPPOSITION TO THE SIB 

MECHANISM? 

Yes, RUCO has raised some of the same arguments that it has raised in the currently 

pending rehearing proceeding in the Arizona Water Company rate case (Docket No. W- 

01445A-11-0310) and in other rate cases in which a SIB Mechanism has been 

recommended. I am not an attorney, so I am not testifying regarding any of the legal 

issues that RUCO has raised in that proceeding and others regarding the SIB Mechanism. 

I do note, however, that the Commission rejected those arguments in two Arizona Water 

Company decisions (Decision Nos. 7408 1 and 73938). 
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Q. DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY IN THIS CASE? 

A. Yes. 
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Introduction 

EPCOR Water is submitting this report as Exhibit CC-1 for the direct testimony of Ian Crooks, 

dated April 26, 2013. The intent of this report is to support EPCOR’s SIB application for its 

ChaparraVFountain Hills water district. Included in this report are a brief system introduction 

followed by detailed project justifications for asset replacement projects. Each project is 
accompanied by the corresponding SIB Plant Table 1. 

EPCOR Water supplies water to approximately 13,600 customers in Fountain Hills and a portion 

of Scottsdale. This area of EPCOR’s water districts is also known as the Chaparral City Water 
Company (CCWC). The water system is served by surface water and one groundwater well via 

eight storage tanks and eight pumping stations. The distribution system comprises of about 220 

miles of pipe, 3,020 distribution main valves, and 1,600 hydrants and hydrant valves. 

Fountain Hills is a somewhat new town; the first residents began living there in 1972 and the 

town was incorporated in 1989. While the mains are expected to be in relatively good condition 
based on their age, the distribution system is in need of a comprehensive replacement program 

for many of the other existing assets. System valves are exhibiting exorbitant corrosion and 

many are broken and leaking. The service lines were installed (by the original developer) to 

serve more than one meter per line and many have been found to be leaking. Most of the 

hydrants are old models which cannot be repaired or maintained because parts are not 
available. Finally, most of the meters are reaching or have surpassed their useful life and are 

not providing accurate readings. 

In the past five years, approximately $2.9M was spent replacing services, meters, hydrants and 
valves. This is only a small portion of the total items that need to be replaced, and only 

addressed the egregious infrastructure failures. The previous owner of this system had been 

attempting to sell the system for several years and it is obvious that sufficient capital was not 
spent during this period. The capital needed to properly manage the assets of this system 

needs to be increased to ensure proper working order of the system assets and to ensure less 
water outages and lower lost water. Table A shows the number of assets replaced from 2007 to 

201 2 and the associated costs. 

Table B summarizes the recommended estimated project quantities and spending per category 
by year for the next five years. It is estimated that a total of about $8.9M needs to be spent over 

1 



the next five years, with an average spend of $1.8M per year. These costs are expected to vary 
by year, depending on field conditions, business requirements, and staff availability. The 
recommended number of replacements is higher than historical amounts, but this is due to not 
having had a replacement program in place; in the past, assets were replaced when there was a 
noticeable failure such as water surfacing. In some cases the previous owner simply tried to 

patch or plug leaking infrastructure which has been ineffective. Having this type of reactive 
approach is often more expensive as replacements usually occur in an emergency situation, 

sometimes requiring an unnecessary interruption in water service as well as water losses, and 
requiring overtime-paid staff and paying a premium for parts if not readily available. This is a 

very expensive, inefficient way to operate. EPCOR has a planned replacement approach to 
asset management for the future. This approach varies depending on the type of asset. 

For meter replacements, EPCOR is relying on industry-wide studies, our local 

experiences, and our own meter BMP plan to replace meters that are 12 years and 

older. 

0 For service line and valve replacements, EPCOR is using an industry standard Nessie 
Curve that relies on age of infrastructure and historic failures to help predict the amount 

of asset failure we will experience in the future. 

Finally, the asset management approach for hydrants in this district is to begin replacing 

hydrants that are failing and hydrants that we can no longer maintain due to parts not 
being available. 

Note that the timing of service line replacements and meter replacements don’t necessarily 
coincide. This is because the meters located in the service line replacement areas won’t 

necessarily be ready for replacement at the time of the service line replacements, and vice 
versa. Additionally, the meters are being replaced according to meter route, and the service 
lines are being replaced by street. However, when service lines are replaced, the meters on that 

street will be tested according to EPCOR’s meter testing program, and if they are found to meet 
the requirements for replacement, they will be replaced at the time of the service line 

replacements; these meters will then not be replaced again under the meter replacement 

schedule. 

The remainder of this report will give a detailed explanation of the replacements planned for the 



next five years. Section 1 gives an overview of the condition of existing services. Historical 
service replacements are presented in tabular format and have been plotted on maps. Future 

service line replacement projects are broken down by year and a project justification, map, and 
cost estimate are provided for each project. Section 2 describes the condition of existing valves. 

Previous valve maintenance records and replacements are provided in the historical tabular 

data. Future valve replacement projects are broken down by year and include a project 

justification, map, and cost estimate for each project. Section 3 explains the need for 

replacement of hydrants. Previous hydrant repairs and replacements are listed in the historical 

data table. Future hydrant replacement projects are divided up by year and include justification, 
maps, and cost estimates. Section 4 describes the necessity for replacing customer meters. 
Each project year includes a set of meter routes scheduled for meter replacement, including 
justification, a map of the routes, and cost estimates. 
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SECTION I - SERVICES 

1.1 Overview 

Based on the current customer count in EPCORs Fountain Hills district, there should be about 
13,600 active services. Most of these service lines were installed between 1970 and 1980. 

Replacement of service lines is a priority for a number of reasons, including the age of the 
service lines, the material of the pipe, and the fact that many of the service lines were 
constructed to feed more than one customer. 

1.2 Nessie Curve 

A "Nessie Curve" is a graphical representation of the annual replacements needs for a particular 

water system. The curve uses historical replacement data and statistical analysis to determine 
when an asset is likely to need replacement. The end of an asset's useful life is when it is 

considered economically efficient to replace it; this is to say when replacement becomes less 
expensive than the cost of replacement or repairs in the future. Failure to replace assets when it 
is economical to do so can be disastrous in the future, when demographic and economic 

conditions may have changed. According to the American Water Works Association (AWWA) 

"there will be a threefold increase in the repair costs by the year 2030 despite a concurrent 
increase of three and a half times in annual investments to replace pipes." (Reinvesting in 
Drinking Water Infrastructure, AWWA, May 2001) 

The "gap analysis", which was developed by the Water Infrastructure Network (WIN), estimates 
the amount of increased spending that will be required by utility providers in order to keep up 

with needed infrastructure replacements in the coming years. The AWWA estimates that buried 
drinking water infrastructure will need investments totaling more than $1 trillion nationwide in the 
next 25 years. (Buried No Longer: Confronting America's Water Infrastructure Challenge, 
A W A ,  2012) 

Exhibit 1-1 is the Nessie curve which was developed specifically for the service lines in 
EPCOR's Fountain Hills district. Exhibit 1-2 shows the same data in tabular format. The curve 
shows that indeed the cost of replacement will be the highest in 2030, as predicted by A W A .  It 
also shows that in the next seven years, from 2014 through 2020, approximately $7.2M should 
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be spent on service line replacements, or about $1M per year. This equates to about 259 

service replacements per year. 

Exhibit 1-1 - Service Line Nessie Curve 
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Exhibit 1-2 Nessie Curve Table 

Time Frame Services to be Service Cost per Year 
Number of 

Replacements 
per Year 

Number Of 

Installed 
Cost to Replace 

today-2020 1,813 $ 7,291,309 259 $ 1,041,616 

2020-2030 10,353 $ 41,630,459 1,035 $ 4,163,046 

2030-2040 2,172 $ 8,735,336 21 7 $ 873,534 

2040-2050 3,619 $ 14,550,200 362 $ 1,445,020 

1-2 



1.3 Service Lines Serving Multiple Customers 

When the original developer of Founta 

to serve two (or more) properties wer 

main to a common property boundary at the curb line where a manifold w 

the service line to feed two residential meters. So, t 

branched services are 54‘‘ services supplying two ?4 
eters. This causes probl 

more than one cus 

ows a 2” service 

E -3 



ice Line Material 

he service lines w 

stem pressures cause a 
nd leaks which contribute to unnecessary water loss and 

service disruption. The water from many service line leaks never surface because of the porous 
soil and can go undetected for a long time. The failure of these poly pipe lines is a rising 

problem in this district, and based on historical failure data, EPCOR believes a more aggressive 
service replacement program is needed. Exhibits 1-4 and 1-5 are pictures of poly pipe service 

lines that were recently found in the Fountain Hills system. Note the indentation in Exhibit 1-4 

on the left where a rock wore away the pipe, eventually causing the line to split left to right. 

Exhibit 1-4 - Black poly service line material failure 



- 

Exhibit 1-5 - Black poly service line material failure 





1.5 Service Line Replacements I 
t 

Over the past five years, 690 service lines were replac 

$2.5M. Historical service line rep1 

includes only service line replacements be 
not included. 

single branched service 
lines with two new 5/4” or 1” cop 

The water system has approxim ,600 residential a 

Service line replacement projects are described 



_ -  

I 

Repairs and Replacements 
2355 W Pinnade Peak Rd 

Suite 300 
Phaenu, AZ 85027 

f Convenience & Necessity 1 inch = 3,500 feet 



Fountain Hills District 
2008 Service Line 

Repairs and Replacements 
2355 W Pinneck Pea Rd 

Suite 300 
Phoentx CJ 85027 



Fountain Mills District 
2009 Service Line 

Repairs and Replacements 
2355 W Plmaele Peak R4 

Sum 300 
Phoenix. A? 85027 



I 

WAYER 
Fountain Hills District 

2010 Service Line 
Repairs and Replacements 

2355 W Pinnacle Peak Rd 
Suite 300 

Phoenw AZ 85027 

r l  Certificate of Convenience & Necessity I inch = 3,500 feet 



Fountain Hills District 
2011 Service Line 

Repairs and Retllacements 
2355 W Pinnacle Peak Rd 

sulre 300 
PhOenw AZ 85027 

11 5 Repairs and Replacements 

1-1 Certificate of Convenience & Necessity 1 inch = 3,500 feet 



Fountain Hills District 
2012 Service Line 

Repairs and Replacements 
2355 W Pinnacle Peak Rd 

suite 3w 
PhOWlW, AZ 85027 
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I I I I I I rorne cum 

15820Tumblewead Or 3lOl/lO 41.5110 $3,279.04 NIA 4719 R e p k  Exhtlng Sewre w11" & 314" w p r  lines and m e  metan bark 
to the curb 

Page4of7 





16524 L a w  Dr 
1YJOSIerrkho 

15491 E T e k n p h  

~~ 

16528 GunskM Dr I 10/30/11 I ~20111031&~7 I Watermaln Repair on P.V C Line at end of pardng lot I 210340 I 1u2/11 I St467M 
Contrad for nlotnhn of 14 wmer IeNlccs 1 4869 I 1U8I11 I 528.02200 I 16616 Palisades Bkd 1 lU8/ll I N I A  

1 I I 

I 

9/29/11 2011093CUW19 R&R Exlnlng landscape S e N h  WI1' copper V N k C  4LV long I 4862 I 10/3/11 I 5 6.801.94 

4/10/11 N/A R & R I I )  3/4' & Install (1) 1' copper seNlcs I 4863 I lOl5lll I S6.9BL90 , 
10/6/11 20lllw600121 R&R Exbllne 1' Po4 W M e  W I  (2) 314" copper sewke I 4864 I 10/6/11 I $6.57352 

15312 Sierra Madro Dr 11/14/11 2011111400134 R&R~xirtingservlccw/(1)1*&11)3/4"Coppr SeNkcrhwtrida 4873 11/15/11 57.399.70 

lU20/11 I R&Rexistln~~wicew/(1)1"Lll~3/4"Coppers~W*esho~rlde,Shut I 4882 
11259 N Pinto Dr IllIlWll 1011101900287 n_..- 

Page 6 of 7 

$8,384.73 

15451-1y43 cavern or 
l56lOCcrmAIta Dr 
14030 El Pueblo Btvd 

12/27/10 2010122700568 Rcpbce 1" & 314' C 0 p p . r  SeNICC l l n n  47% I 12/3q11 57.499.93 
12/22/11 20111222W324 D$ DDwn Find Leak. Cancel SCNUS 4886 1 lJ3/ 12 $1307 51 
1y29/11 2011122700583 I n ~ l l [ 2 ) n e w l ' C o p p e r ~ N k O f o r ~ P O R d e @ ~ 2 1  Ion8 4887 I 1/3/12 59.629.10 

7 

15917 Ponderosa Dr 12/3~1l 2012011)3a0304 R&Rexistlng pa4 ~ a ~ i r r  W/(2) 1'CopperSerulce. Mwe ~ e s l o C u I b  4890 1/3/12 59,329.38 



$ e N b  & Mmina --band Rep.ln Z007-20l2 

Scow of Work In& DatrComphted Coa lob AddrrrUC RepwtData BIueStab# 

1% EGoldsn bgk 7/3/12 483794 replaced hit Rre hydnnt (invoked insurance Co. state farm S8.513.23) 4960 7/5/12 57.395.73 

16532ana fie46 Gnyrtons 
1SYOana 15531 C a e m  Or 
17228 and 17224 BKI Dr 

15446 El Llgo 
16643 and 16659 urt Trail 

9fly11 2012091101191 RBRWstlngwlvlce wl(2) l " ~ p p e r ~ e ~ c e l l n e s ( l o n p S d e )  4987 9/13/12 57.565 00 

9/17/12 2012091201015 RBR exinlw Poly Servkc W I  (21 1" Cnpmr SeNke (Short Sbe)  4992 9/18/12 55.265.M 

9/19/12 2 0 ~ ~ w m s 9 i  R&ReXW,ngPolyScnce W/(2)1'CopmrSeNka(ShortSb.) 4990 9/21/12 55.265 M 

9/15/12 517087 R&R ensling ~rVIce d (2) 1' copper senkc llnl (Long Side) 4989 9/17/12 $8,390 m 

9/11/12 2oi2mi7oos53 R&Rex!3tlnpPo(yI*wkaW/(1) 1' CapprSeMce(1ongSde) 4988 9/19/11 Sl0,aOo w 

I 13448 and U456 El Puebb I 9/19/12 1 201m1800~1 r R&R e x k t l ~  Poly SeNke W/ (2)I'%pper Servke (Short Side) I 4991 1 9/21/12 I $5,265 00 I 
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Date Prepared: 
EPCOR Water 

Preliminary Cost Estimate 8/6/201 

Prepared By: Water System: Project Year and Number: Project location: 

2014 $1 See project maps 
Chaparral City/ 
Fountain Hills 

Ian Crooks 

Project Description: 

Replace inferior branched black poly residential service lines with separate individual copper service lines to 
reduce water leaks and emergency repairs. 
- 1 - 1 - 1 l r . . L I I I I I I - 1 - 1 - 1 - 1 - 1 - ~ - 1 - 1 - 1 - 1 - 1 - 1 - 1 - 1 - r . . - 1 - 1 - ~ - 1 - 1 - 1 - 1 ,  

Materials & Labor 

Quantity Unit Awg $/Unit Description 1 Estimated item Cost 
1 1 . 1 1 - 1 . ~ 1 - 1 1 1 1 . r . . - 1 - r . . - . . 1 r . . l 1 - 1 - 1 1 1 1 1 1 r . . 1 ~ 1 1 l 1 - 1 - 1 - 1 - 1 ~ 1 - ~ - 1 - 1 - ~ ,  

I 
I 

Contractor material and labor to  replace 40 

Mustang and Fountain Hills Blvd. 

Company labor for field oversight and management t 

3/4" Or '" 3500 residential services (3/4" or 1") on Ocotillo between I $ 140,OOC 
service 

40 

I 
I $  1J2C 

28 of construction* I 

i 

I 
F I 

; 

5 

40 service 

I 
I 
I 

I 

I 

I 
I 
I 
I 

I I 

-1-1-111-1-11111-111-1-1-1-1-1-1-r..-1-1-1-1-1-~-~1-1-1-~-~, 

Subtotal i s  141,12C 
I 

General Overhead Rate on labor and Capital (10%) I $  14,111 
- ~ - * - ~ - r . . - 1 - ~ - r . . - ~ - ~ - ~ - ~ - 1 - ~ - 1 - ~ - 1 - ~ - - - 1 - - - ~ - 1 - 1 - ~ 1 - 1 - ~ - 1 - 1 ,  

Total Estimated Cost I $  155,231 

*Company labor includes the salary for one employee for approximately one hour a t  a rate of $28/hour. 





I Date Prepared: 
EPCOR Water 

Preliminary Cost Estimate 8161201: 

Water System: Project Year and Number Project Location. Prepared By: 

2014 S-2 See project maps 
Chaparral City/ 
Fountain Hills Ian Crooks 

ProJect Description. 

Replace inferior branched black poly residential service lines with separate individual copper service lines to 
reduce water leaks and emergency repairs. 
-e-e-e-e-e-e-#-e-#-e-e-e-e-e-0-e-e-e-e-e-e-~-e-e-e-e-e-e-e. 

Materials 81 Labor 

Quantity Unit Avg $/unit Description 1 Estimated Item Cost 
-e-m-#.wm-#-mm . e - # - # l . , - e - m - # - e . l m - # - e l e - e - e - m - # - e - ~ e - m - e - # - I .  

I 
I Contractor material and labor to replace 105 

residential services (314" or 1") on Mustang between I $ 
palisades and Fountain Hills Blvd. 

Company labor for field oversight and management I 

3500 367,500 
314" or 1" 

service 1 
2,940 

28 of construction I S  105 service 

I 
I 
1 

I ! 
I 
I 

I ! 
I 
I 
I 
I 

I 

I 

I 

I 
I 

.I#-..e-e-elel~-e-e-e-#-e-#-#-e-e-e-e-e-e-e-~-e-e-~~-e-e-e-e~ 

Subtotal 1 s  3 7 0,440 

General Overhead Rate on labor and Capital (10%) 37,044 
-e-~..l#-#-e-e-~-e-e-e-e-e-e-e-e-e-#-IIe-e-IIIc.).- e - e - n - e - e A  

Total Estimated Cost 5: 407,484 





EPCOR Water 
Preliminary Cost Estimate 

Date Prepared: 

8/6/201: 

2014 S-3 See project maps 
Chaparral City/ 
Fountain Hills Ian Crooks 

Project Description: 

Replace inferior branched black poly residential service lines with separate individual copper service lines to 
reduce water leaks and emergency repairs. 
-----*-------e-----*---e-e-----------~---~-----e----------. 

Materials & Labor 

Quantity Unit Avg $/Unit Description 1 Estimated Item Cost 
-*-m-e.w*-m-*m .-*-e-. 

I 

I 

I 

I 45,500 , $ 
Contractor material and labor to replace 13 
residential services (314" or 1") on Spotted Horse 
between Paslisades and Fountain Hills Blvd. 

Company labor for field oversight and management 

3500 
314" or 1" 

service 
13 

I 

$ 364 13 service 28 of construction I 

1 
I I 

I ! 
I 
I 

I 
I 
I 
I 
I 

I 

I 
I 
re--------A -------------*-e-*-~-e-------------------~---*-- 

Subtotal { $  45,864 

General Overhead Rate on Labor and Capital (10%) 4,586 

Ftal Estimated Cost { 50,450 
-.l--LII---l--l---------*-------~=----~--------- 1111--e-1. 





I Date Prepared: 
EPCOR Water 

Preliminary Cost Estimate 8/6/201 

I 2014 S-4 lSee projectmaps 
I Chaparral City/ 

Fountain Hills 
I lancrook 

I I 

Project Descnptlon: 

Replace inferior branched black poly residential service lines with separate individual copper service lines to 
reduce water leaks and emergency repairs. 
11-1-111-1111111-~-~-~-1-1-1-1-1-~-1-1-1-1-1-1-1-1-1-1-1-1, 

Materials 81 Labor 

Quantity Unit Avg $/Unit Description 1 Estimated Item Cost 
-1-1-1.~1-~-1-.~-1-~-. ’-.-~-1-~-1-1-~-1-1-1-1-1-~-~1-1-1-1-1. 

I 
I 

Contractor material and labor to replace 37 

Palisades and Fountain Hills Blvd. 

Company labor for field oversight and management I 

3500 residential services (3/4” or 1”) on Buffalo between I $ 129,50C 
3/4” or 1” 

service ; 
37 

1,03€ 
28 of construction I ’  

4 

’- 
i. 

37 service 

I ! 
I 
I 

~~ ___ 

I 
I 
I 
I 

I 
I 
I 

I 

I 
I 

-111-11111-1-11--111-1-1-1-~-~-~-~-~-1-1-1-1-1-~1-1-1-1-1~ 

Subtotal 130,536 

General Overhead Rate on Labor and Capital (10%) 13,054 

143,590 
-1-1-1-1-1-~-1-1-~-1-~-1-1-~-1-~-~-~-1-1-1-1-1- 

Total Estimated Cost 





I Date Prepared: 
EPCOR Water 

Replace inferior branched black poly residential service lines with separate individual copper service lines to 
reduce water leaks and emergency repalrs. 
11-1-1-1-I-111-1-1-I-1-1-1-I-1-I-1-1-1---I-1-1-1-1-1-1-1-1. 

Materials 81 Labor 

Quantity Unit Avg $/Unit Description 1 Estimated Item Cost 
11-1-1.11111I..1.111-1-. .-1-1-1-I-I-I-1-1-1-.-1-~-1-~1-1-I-1-1. 

Contractor material and labor to replace 9 residential I 
and Fountain Hills Blvd. 

Company labor for field oversight and management I 

I 

3500 services (314" or 1") on Garland between Palisades I $ 31,50a 314" or 1" 
service 9 

252 28 of construction i s  I 
9 service 

I 

I 
I 
I 
I 

'7 
I 
I l------ 
, 

I 
I 
I 

I Preliminary Cost Estimate 8/6/201: 
I 

lwater System: IProjedYear and Number: lproject Location: Prepared By: 

I Chaparral City/ I .,n4A 



I 



1 Date Prepared: 
EPCOR Water 

2014 S-6 Chaparral City/ 
Fountain Hills 

Ian Crooks 

8/6/2011 Preliminary Cost Estimate 
Prepared By: ]water System: IProject Year and Number: lprojed Location: 

See project maps 

Replace inferior branched black poly residential service lines with separate individual copper service lines to 
reduce water leaks and emergency repairs. 
-1-1-m-1-m-1-1-1- . - I -1-~-0-1-1-~-m-1-1-1-1-1-1-1-1-1-1-1-1-  

Materials 81 Labor 

Quantity Unit Avg $/Unit Description i Estimated item Cost 
-m-1-0. 11-1-11 rm-1-.-, . - I I I - I - m I I I m I I - l - I - l - l - l - l - ~ m - m - m - m - l .  

Contractor material and labor to replace 43 I 
3/4" Or 'I' 3500 residential services (3/4" or 1") on Pinto between 1 $ 150,500 

5 

I I 

service 
43 

Palomino and Fountain Hills Blvd. 

Company labor for field oversight and management I 
1,204 

28 of construction 5 '  43 service 

v 
I 
! 
I 
I 

I 
I 

I 
I I 

i 
5 
I 

! 
I 
I 

-1-m1I-m-.1111-I-1-~-m-m-~-1-1-~-m-m-m-m-1-~-1-~m-1-~-m-~. 

Subtotal i s  151,704 

15,170 

166,874 
1-1-1-m-m. 

General Overhead Rate on Labor and Capital (10%) c- Total Estimated Cost 
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* 
Date Prepared 

EPCOR Water 
Preliminary Cost Estimate 8/6/2013 

:eplace inferior branched black poly residential service lines 
educe water leaks and emergency repairs. 

Materials & 

parate individual copper service lines to 

~ - -  I - C I - I - . . . - l s l l l 1 ~ - - s - ~ - ~ - ~ - ~ - ~ - * -  

31  108,500 i Description Esrimated Item Cost 

I Contractor material and labor to replace 3 1  

Palisades and Winchester. I 

t 
services (3/4" or 1") on Ridgeway between! $ 

Avg $/Unit  



I- 







Date Prepared: 
EPCOR Water 

Preliminary Cost Estimate 8/6/2013 

epared By: ]Water System IProject Year and Number JProject Location 





Date Prepared. 
EPCOR Water 

Preliminary Cost Estimate 8/6/201 

repared By lwater System /Project Year and Number. lproject Location. 

26 

2015 S-12 See project maps 
Chaparral City/ 
Fountain Hills Ian Crooks 

roject Description. 

educe water leaks and emergency repairs. 
1*.-111* -*-----...*-...-.IC-... 

*---- 

between Sunburst and Sycamore. I 

26 
Company labor for field oversight and manageme 
of construction service I 28 I 





EPCOR Water 
Preliminary Cost Estimate 

Date Prepared: 

8/6/201 

Ian Crooks 
Chaparral City/ 
Fountain Hills 

2015 S-13 See project maps 

Replace inferior branched black poly residential service lines with separate individual copper service lines to 
reduce water leaks and emergency repairs. 
-----LI---LI-LI-------LI-LI-----LI---LI---LI-~-LI-LI-----LI---LI-----LI. 

Materials 81 Labor 

Quantity Unlt AVg $/Ufllt Description 1 Estimated Item Cost 
- l - l l l . l - - r . . - L I - . I - - l ~ r l . . I l - ~ - ~ . l ~ - r . . r l l l l l L I - L I - L I - L I - - - l - L I ~ - - r . . - L I - l - L I .  

Contractor material and labor to replace 25 

between Greystone and Sunburst. 

Company labor for field oversight and management 

I 

I 
3500 residential services (3/4” or 1”) on Telegraph I $  a7,5oc 314” or 1” 

service 25 

I 
I I 

; 

5 

25 service J’ 70C 
28 of construction 

I 

I 
I 

I 
I 

I I 

F I 
L 
I 
I 

-l1----l1LI111--------~-LI-LI-LI-~-LI-LI-LI-r..-LI-LI-LI-LI-~--LI-~---- 

Su btota I 5s 88,20( 

8,82( 
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Preliminary Cost Estimate 









2016 S-17 See project maps 
Chaparral City/ 
Fountain Hills 

Ian Crooks 

oject Description 

eplace inferior branched black poly residential service lines with separate individual copper service lines to 

3 500 314" or 1" 

'I 

196,OOC 

I 
'7 

I I 



I 

8 



.)11.1111141- 
water leaks and em 
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See project maps 

leplace inferior branched black poly residential service lines with separate individual copper service lines to 
educe water leaks and emergency repairs. 
---.-I-------I--l1-cI1I)1..l.l.~-~-~---~-~-~-~-1-~---.-~-"-...-~-~~ 

Materials & Labor 

11.1111 

ubtotal 

otal Estimated Cost 325,987 
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Date Prepared. 
EPCOR Water 

Preliminary Cost Estimate 8/6/201E 
I 

,epared By Water System Project Year and Number Project Location 

2018 S-24 See project maps 
Chaparral City/ 
Fountain Hills Ian Crooks 

r branched black poly residential service lines with separate individual copper service lines to 
educe water leaks and emergency repairs. 
~--~-~---~-----------~---------.- .-~-~-~-~-.-~-~-1-1-~---~- 

Materials 81 Labor 
I 

Quantity Unlt Avg $/Unit Description I Estimated item Cost 
w.-.-~.~~-.---.~-----..-----*---------~---~-1---~--~~-.-~-~-.- 

I 

I 

Contractor material and labor to replace 39 
3500 136,500 residential services (3/4” or 1”) on Alamosa between $ 

El Pueblo and Del Cambre. 

Company labor for field oversight and management ’ 
of construction 

I 3/4“ or 1” 
service 

I 

39 

39 service i s  1,092 28 
I 
I 
I ’, 
! 
i 

c 

I 
I 

I 
I 
I 
I 

I‘ I 

i 
-11-1- I 1  - 1 4 1 . 4 1 -  e---*- I 1~--1.11---.--11~1---1..---.ll.1-...11..1.-1-zII- ! $  137,592 ubtotai 

ieneral Overhead Rate on Labor and Capital (10%) Is 13,759 

otal Estimated Cost 15 1,35 1 
w ~ - ~ - ~ - - - ~ - ~ - ~ - 1 - ~ - ~ - 1 - ~ - 4 1 . - ~ - - - ~ - ~ - . - ~ - ~ 1 * - ~ - ~ - . ~ . - - - ~ - ~ - - .  





inferior branched black poly residential service lines with separate individual copper service lines to 

~ 













lairs. 
. l - - l - l - O - ~ - - - - - O - O - ~ - - - ~ - ~ - ~ - ~ - O - - - O - O .  

Materials & Labor 

Fstimated Item Cost Description 
..-010.-0-----0-1-~-.-1-.---1-1~0-~-0-0-~. 

I 

I 

Contractor material and labor to  replace 30 
residential services (3/4” or 1”) on Calle Del Prado 
between El Pueblo and Del Cambre. 

Company labor for field oversight and management ’ 
of construction I 

I $ 105,OOC 

I 

i s  84C 

I 
I 





Preliminary Cost Estimate 

oject Descrlption. 

eplace inferior branched black poly residential service lines with separate individual copper service lines to 
3duce water leaks and emergency repairs. 
;..~1~4'-.1--..--1~~~4111.11.-141~11I*).I"Ic).IcI11~~-1-~-1I1~-.-rI-*-.I.II~I~-.l~LI-. 

Materials 81 Labor 
6 

(luantitv 

39 

39 

314" or 1" 
service 

service 

Description i Estimated Item Cost 

Contractor material and labor to  replace 39 ! 
Avg $/Unit 

- c ~ . l l r . . r l . l * l c - 1 ~ - - ~ - - ~ - - ~ ~ 1 - - ~ - ) . I 4 1 - . - . ~ - .  

residential services (3/4" or 1") on Tejon, Buena Vida, i 
Rica Vida, and Agave between El Sobrante and El 1 I , $  3500 136,500 

i 

' 
Pueblo. 

Company labor for field oversight and management 
28 ! $  of construction 

I 

1,092 

I 
I 
I 
I 

I 
I 

I 
I I I 

I 

I 
I 

I 
I 

i 





I Date Prepared: 
EPCOR Water 

Preliminary Cost Estimate 8/6/201: 

2018 $30 Chaparral City/ 
Fountain Hills 

Ian Crooks See project maps 

Replace inferior branched black poly residential service lines with separate individual copper service lines to 
reduce water leaks and emergency repairs. 
1011-~1111-1-1-1-1-~-1-1-1-1-1-1-1-1-1-1---1-1-1-1-1-1-1-1. 

Materials & Labor 

1 Estimated kern Cost Quantity Unit nvg $/Unit Description 
11I1-~.~1CIIII.111-1-..-1-1-1-111111111-1-1---1-1-1~111-1-1-1. 

I 

I 

Contractor material and labor to replace 36 I 

3500 residential services (3/4" or 1") on Deerskin between $ 126,000 3/4" or 1" 
service 

I 
Alamosa and Del Cambre. 

Company labor for field oversight and management ! 

36 

I $  1,008 
28 of construction I 

36 service 

I 
I 

I- 

; 

'7 

z 

I 
I 
I 

I 

I 
I 
I 
I 

I 
'7 I 

I 

I1l1-1-1-1-1-1-1l.-~-1-1-1-1-1-1-1-1-1-1-111-1-.~1-~-1-1-1. 

Subtotal ! $  127,008 

General Overhead Rate on Labor and Capital (10%) Is 12,701 

Total Estimated Cost : $  139,709 
11-111111111-1.11-1---1-.-.-1-1-1-0-0-1-~-~-1-1-~1-1-1-1-1~ 



2.1 Overview 

The Fountain Hills system contains about 4,600 distribution system valves; most of the valves in 

the system are butterfly valves. When the majority of Fountain Hills was developed, the owner 
of the water system (also the land developer) installed butterfly valves because they cost less 

rotating the gate fro 
many of these valves 
with a cast iron op 

on or prevents the valve 

system. 

Exhiblt 2-1 - Butterfl 

1 



Exhibit 2-3 - Accumulation of tuberculation on the butterfly operating gate 





2.2 Nessie Curve 

As described in Section 1, a “Nessie Curve” is a graphical representation of the annual 
replacements needs for a particular water system. It is based on when the assets were installed 
and how long they are expected to last. The end of their useful life is when it is considered 

economically efficient to replace the assets; this is to say when replacement becomes less 
expensive than he cost of replacement or repairs in the future. Failure to replace assets when it 

is economical to do so can cause a disaster in the future, when demographic and economic 

conditions may have changed. According to the American Water Works Association (AWWA) 

”there will be a three-fold increase in the repair costs by the year 2030 despite a concurrent 

increase of three and a half times in annual investments to replace pipes.” (Reinvesting in 
Drinking Water Infrastructure, A W A ,  May 2001) 

The “gap analysis”, which was developed by the Water Infrastructure Network (WIN), estimates 
the amount of increased spending that will be required by utility providers in order to keep up 
with needed infrastructure replacements in the coming years. The AWWA estimates that buried 
drinking water infrastructure will need investments totaling more than $1 trillion nationwide in the 
next 25 years. (Buried No Longer: Confronting America’s Water Infrastructure Challenge, 

A W A ,  2012) 

Exhibit 2-5 is the Nessie curve which was developed specifically for the valves in EPCOR’s 
Fountain Hills district. Exhibit 2-6 shows the same data in tabular format. The curve shows that 

most of the system valves will need to be replaced by 2020. It also shows that in the next seven 
years, from 2014 through 2020, approximately $3.6M should be spent on valve replacements, 
or about $0.5M per year. This equates to about 97 valve replacements per year. 



Exhibit 2-5 - Valve Nessie Curve 

Number Of 
Valves to be 

Replaced 

Valve Replacement Costs 
$4.0 1 

Number of 
Cost to Replace Valve Cost per Year 

per Year 
Valves Replacements 

I I 

676 

I 

$ 3,553,754 97 $ 507,679 

Exhibit 2-6 - Nessie Curve Table 

487 

485 

Time Frame 

$ 2,556,702 49 $ 255,670 

$ 2,548,487 48 $ 254,849 

today-2020 

2020-2030 

2030-2040 

2040-2050 

657 I $ 3,451,785 I 66 I $ 345,178 
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2.3 Valve Replacements 

Historically, the valves were tested and replaced if found broken in coordination with the Town 
of Fountain Hills street improvement program, during main break repairs, or during fire hydrant 
maintenance. In the following tab, Historical Data, historical valve maintenance records show 

which valves were tested between 2007 and 2012. Many valves were considered to be in good 

condition if they were operable; however, many operable valves still showed considerable 
amounts of tuberculation. 

In order to improve system reliability and reduce customer service disruption, more valves need 
to be tested and replaced when necessary. EPCOR plans to systematically test and replace 

valves by first targeting the oldest sections of the system where there are primarily butterfly 

valves as well as system critical valves. The goal is to replace close to 100 valves per year 

under this plan. The investment over five years for valve replacements is estimated at $2.2M. 

Valve replacement projects are described in the following tabs labeled 2014, 2015, 2016, 2017, 

and 2018. Tables I ,  2-1 through Table I ,  2-5 provide a detailed description of each valve 

replacement project. The tables are broken down by year, so there is a separate table for each 

year from 2014 (Table I ,  2-1) through 2018 (Table I, 2-5). Each project addresses a set of valve 
replacements that will occur within a defined area. Each project can also be tied to a map 
showing the proposed valve replacements as well as any valves in the vicinity that have been 

replaced since 2007 (note that valve replacements that occurred prior to 2007 are not shown on 
these maps). A detailed cost estimate for each project is also provided. 

2-6 
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Valves - Maintenance and Rep.in 2007-2012 

- ~~- 
145th way & Larkspur Dr I 93 I 24 [ 4/7/11 I r 20 

145th way &Jeep trail I 1 8 3 1  33 I 4/7/11 I I 20 
JeepTnil I 83 I 4 1  4/7/11 I I 20 

Gate 
Gate 

Gate 
Gate 

- - 
Buttefly 

N/A 
Gate 

Buncmy 
Buttemy 
Buttarfly 

Gate 
Gate 
Gate 
Gate 

Butterfly 

N/A 
Buttemy 
Butterfly 
Butterflt 

Gate 
Gate 
Gate 

Butterfly 
Butte* 

Gate 
Gate 

Butterfly 

- - - 

- 
Nln 

- - 
Buttarfly 
Butterfly 
B u t t e e  
Butterfly 

NIA 
N/A 

Gate 
Gate 
Gate 
Gate 
Gate 
Gate 
Gate 
Gate 
Gate 
Gate 
Gate 
Gate 

But@* - - - - - - - - - - 
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13510 Sunset Dr 
13510 Sunset Dr 

15622 Sycamore Or 
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Address# MapPap Valve6 Daw General comments Turns Type 

75 8 8/28/ 12 26 8uttcrflv 
75 9 a12siiz 20 Butterfly 
96 8 8/28/12 Unable to lxate 
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Date Prepared: 
EPCOR Water 

Preliminary Cost Estimate 8/6/2015 

repared By. !water System. IProject Year and Number: l~ro ject  Location. 

teplace old distribution syst 

23 

1 

4 

23 

1 

4 

6" Valve 

8" Valve 

12" Valve 

6" Valve 

8" Valve 

12" Valve 

Id oversight and cons 
management* 





e and natural build-up of 

)mponents to prevent build-up. 
.11.-.1111).-.-.1~411-.1...-111-1.411 

o replace 31-6” valves 





Replace old distribution system iron butterfly valves that are not operable due to age and natural build-up of 
minerals on internal components with new industry standard gate valves with expoxy and rubberized internal 



**mu 



eplace old distribution system iron butterfly valves that are not operable due to age and natural build-up of 
tinerals on internal components with new industry standard gate valves with expoxy and rubberized internal 
imponents to  prevent build-up. 
.~ll I--I- . I l--rl-.-----.---.41*1- 

JbtOtal 

eneral Overhead Rate on Labor and Capital (10%) 4,221 
-~ - ~~ -~ ~ 

otal Estimated Cost ; s  46,SO: 





roject Description 

leplace old distribution system iron butterfly valves that are not operable due to age and natural build-up of 
ninerals on internal components with new industry standard gate valves with expoxy and rubberized internal 
omponents to prevent build-up. 
--llll".l-l*-ll--LII~-----~ 





I Date Prepared. 
EPCOR Water 





I Date Prepared: 
EPCOR Water 

Preliminary Cost Estimate 8/6/201 

2014 V-7 Chaparral City/ 
Fountain Hills 

Ian Crooks 

Replace old distribution system iron butterfly valves that are not operable due to age and natural build-up of 
minerals on internal components with new industry standard gate valves with expoxy and rubberized internal 
components to prevent build-up. 

I.II-IIIII-III.lI-I-I-I-I-I-I-I-I-~-I-I-I-I-~-I-~-~-I-I-I-~. 

See project maps 

7 

4 

7 

Materials & Labor 
I I 

6” Valve 

8“ Valve 

6” Valve 

Contractor material and labor to  replace 7-6“ on 
Ocotillo between Mustang and Fountain Hills Blvd 4200 1 

4700 

29,40C 

Replace 4-8” valves on Ocotillo between Mustang and, i 
Fountain Hills Blvd I ’  

28 

18,80C 

1 

Company labor for field oversight and construction 1 
19€ 

management i s  
I 
I 

i s  Company labor for field oversight and construction 
management I 

l l i  



BB 

p P 

M M 
- 
M M 

00 

5: I 



N 

a B a a a 

ch 00 m 00 d 

1 
3 
3 
8 

- m rn 
- 
m m 

- 
m m 

I m m 

s s: 
f 
5 



m 





rojea Description. 

:eplace old distribution system iron butterfly valves that are not operable due to  age and natural build-up of 
iinerals on internal components with new industry standard gate valves with expoxy and rubberized internal 
omponents to  prevent build-up. 
111111-1.411111.1-~-1-1-~-.-1~*-1-1-1-.---1-1-1-1-1-1-1-.-111. 

1 4“ Valve 

I 6’1 Valve 

12” Valve 

4” Valve 

9 6“ Valve 

4 12“ Valve 

Materials & Labor 

Avg $/Unit Description Estimated Item Cost 
- - - l - . . - - - - -~-l- l - l - l -~-l-- - - - l - l -~l- l - l -n-~~ 

I 
Contractor material and labor to replace 1-4” valves I 
on Sycamore between Thistle and Ocotillo. 4,000 I $  

i s  

4000 
t 

I 
t 

Contractor material and labor to replace 10-6” valve I 
on Sycamore between Thistle and Ocotillo. 37,800 4200 

t 
I 
i 

! $  22,000 
Replace 4-12” valves on Sycamore between Thistle 
and Ocotillo. 1 

5500 

I 

Company labor for field oversight and construction I 
28 

28 management 

Company labor for field oversight and construction I 
252 

28 management 

Company labor for field oversight and construction 
management 

’ 
448 

; s  64,528 





Replace old distribution system iron butterfly valves that are not operable due to age and natural build-up of 
minerals on internal components with new industry standard gate valves with expoxy and rubberized internal 

mponents to prevent build-up. 
~..11~.1-1111-~.1-41...-1.------ 

ontractor material and labor to replace 6 - 6” valves d 

Company labor for field oversight and construction 





eplace old distribution system iron butterfly valves that are not operable due to age and natural build-up of 
iinerals on internal components with new industry standard gate valves with expoxy and rubberized internal 
omponents to prevent build-up. 
I C I I - l " l - l l ) . ) . - 1 . . ~ - . - - . - I - - C - - - - - l - - - - l - - - - l l l - I 1 . l . . - - - 1 - - . 1 1 " . 1 1 - 1 - 1 .  

Materials & Labor 

Quantity Unit Avg $/Unit Description 5 Estimated Item Cost 
I 

11111-1.11111111.11--~-,.C11.---11.1~-*-.1--1-----~- ----e----, 

Contractor material and labor to replace 9 - 6" valves 
on Ridgeway between Palisades and Winchester. 

Company labor for field oversight and construction 
management 

' 
9 6" Valve 4200 $ 37,800 

I 
I 

252 i s  
I 

I 

28 9 6" Valve 

I 

I 
I 
I 

I 6 
I 
I 

i 
1.11111-1--411---~-1-~-~---1-1---~~~-~-------~-1-~~-~------.  

ubtotal 38,052 

leneral Overhead Rate on Labor and Capital (10%) ' $  3,805 

otal Estimated Cost Is 41,857 

I 

1141~-1--..11.1--~-~-~-~-~---~-1-.-~---~-~---1-.-~- 





2015 V-11 See project maps 
Chaparral City/ 
Fountain Hills Ian Crooks 

oject Description 

eplace old distribution system iron butterfly valves that are not operable due to age and natural build-up of 
iinerals on internal components with new industry standard gate valves with expoxy and rubberized internal 
omponents to  prevent build-up. 
--1.-.1.r-------.---------~---0--D----0----D--.-.--------u.-., 

Materials & Labor 

Quantity 
1.m1-1 

18 

18 

Contractor material and labor to  replace 18 - 6" 
valves on Sunburst between Palisades and Sycamore. 

I 
6" Valve I 4200 1 75,60C 

j, Company labor for field oversight and construction 
management I 

6" Valve I 28 1 504 

I I 1 





minerals on internal components with new industry standard gate valves with expoxy and rubberized internal 

Materials & Labor 
I 

unit Avg $/Unit Description I Estimated Item Cost 
.-*---’~---*-,,---------*-.-~-*-~-----*---~--.------. 

6” Valve 4200 valves on Greystone between Sunburst and 3s 63,OOC 
Contractor material and labor to replace 15 - 6” I 

Sycamore. ! 
I 

Company labor for field oversight and construction 
management ! $  

I 
6” Valve 1 28 1 42C 





Contractor material and labor to replace 8 - 6” valves 





olea Description: 

eplace old distribution system iron butterfly valves that are not operable due to age and natural build-up of 
iinerals on internal components with new industry standard gate valves with expoxy and rubberized internal 
omponents to  prevent build-up. 
----41*11--.411.1.I-1-.11..1III1C1110--l.-..-0-------------------0---.--. 

4 

4 

...*.-I-- 

ubtotal 

Materials & Labor 

Estimated Item Cost 

Contractor material and labor to replace 4 - 6” valves 





I 
]water System IProject Year and Number: I ~ r o j e c t  Location. epared By: 

2015 V-15 See  project maps 
Chaparral City/ 
Fountain Hills Ian Crooks 

eplace old distribution system iron butterfly valves tha t  a re  not operable d u e  to age and natural build-up of 
inera l s  on internal components with new industry standard gate  valves with expoxy and rubberized internal 
omponents to prevent build-up. 
-1-0- 0-0-*-~41--1-0.I0--1~1~-0-1-1-0....0II-0-0I0-0--1--..0---.111110. 

Materials & Labor 

Contractor material and labor to replace 5-6", 1-8", 5-, 

539: 

rota1 Estimated Cost I s  59,32: 

ieneral Overhead Rate on Labor and Capital (10%) I $  
~ ~ - ~ - 1 - ~ - ~ - ~ - ~ - 1 - 0 - ~ - 1 - 1 - 0 - ~ - ~ - 1 - 0 - 0 - 1 - 0 - ~ ~ 0 - ~ - ~ ~ 1 - 1 - 0 - ~ - ~  





I 

I 
Water System: Project Year and Number: Project Location: Prepared By: 

2015 V-16 See project maps 
Chaparral City/ 
Fountain Hills tan Crooks 

Project Description: 

Replace old distribution system iron butterfly valves that are not operable due to age and natural build-up of 
minerals on internal components with new industry standard gate valves with expoxy and rubberized internal 
components to prevent build-up. 
11-1----.1-1--1-1-0---------0---0-----0--------------------. 

Materials 81 Labor 
I 

Q u a n t i  Unit Avg $/Unit Description 5 Estimated Item Cost ------.-------.--~---,,---------~-~---~---~------- e--------, 

Contractor material and labor to replace 1 - 4" valves 
on Cholla between CHicory and Fountain Hills Blvd. 

' 
1 4" $ 4,OOC 4000 

I 
Contractor material and labor to replace 13 - 6" 
Blvd. I 

'7 I 
13 6" Valve 4200 valves on Cholla between Chicory and Fountain Hills I $ 54,60c 

" 

I 
!----- 
1 
I!------ 

5 

Contractor material and labor to replace 4 - 8" valves I 

4700 on Cholla between Chicory and Fountain Hills Blvd. I 
I $  18,80C 

28 I $  

4 

Company labor for field oversight and construction 

Company labor for field oversight and construction 

Company labor for field oversight and construction 

28 management 

28 management 

28 management 

1 4'' Valve 

I 

I 

13 6" Valve I $  364 

4 8" Valve I $  1 1 2  

I 
I 
I 

I 

1---11-1/11-011---~-------------0---------------~~--------. 

Subtotal 77,904 

t Date Prepared: 
EPCOR Water I Preliminary Cost Estimate 8/6/201. 
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Ian Crooks 

omponents to prevent build-up. 

ubtotal 





Preliminary Cost Estimate 

roject Description' 

Leplace old distribut 
ninerals on internal 

5 

1 

5 

1 

Contractor material and labor to replace 5 - 6" valves I 21,OM erbana between Sage and El Lago. I 
6" Valve 1 4200 1 

nd la 
on Verbana be Sage 4,70( 

I I I 
1 
I I $  14( 
! 

Company labor for field 
management 

6" Valve I 28 I 
2 

Company labor for field oversight and construction 
management I 8 I 8" Valve 





I (eplace old distribution system iron butterfly valves that are no 
inerais on internal components with new industry standard g 





eplace old distribution 

Contractor material and I 
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Date Prepared. 
EPCOR Water 

Preliminary Cost Estimate 8/6/201 t 

Fountain Hills 

Quantity 
I#-*#. 

1 

leplace old distribution system iron butterfly valves that are not operable due to age and natural build-up of 
ninerals on internal components with new industry standard gate valves with expoxy and rubberized internal 
omponents to prevent build-up. 

11 

5 

2 

1 

11 

5 

2 

4" Valve 

6" Valve 

8" Valve 

12" Valve 

4" Valve 

6" Valve 

8" Valve 

12" Valve 

es ' I$  4,000 

Contractor material and labor to replace I 
4200 valves on Thistle between i s  

Mountainside. i 

308 Company labor for field oversight and construction ; 
I f  

28 I management ! 

r for field oversight and construction 





Date Prepared 
EPCOR Water 

2016 V-22 See project maps 
Chaparral City/ 
Fountain Hills 

Ian Crooks 

eject Description 

eplace old distribution system iron butterfly valves that are not operable due to age and natural build-up of 
iinerals on internal components with new industry standard gate valves with expoxy and rubberized internal 
,mponents to  prevent build-up. 





I Date Prepared: 
EPCOR Water 

Preliminary Cost Estimate 8/6/201: 

Quantity 
1-m-. c 

Prepared By: Water System: Project Year and Number: 

2016 V-23 Chaparral City/ 
Fountain Hills 

Ian Crooks 

6" Valve 

Project Location: 

See project maps 

8" Valve 

6" Valve 

8" Valve 

4200 

4700 

Materials & Labor 

Description 4 Estimated Item Cost 
' - 1 - ~ 1 1 1 0 1 1 - 1 - m - 1 - 1 - 1 - 1 - m - m -  1-m-1-0-1. 
Contractor material and labor to replace 13 - 6" 
valves on Sunflower between Cactus and f S  54,600 

i Mountainside. 

Contractor material and labor to replace 3 - 8" valves 1 
on Sunflower between Cactus and Mountainside. 

I $  14,100 

Company labor for field oversight and construction 
management 

I 
28 364 

Company labor for field oversight and construction ; 
management ! 

I S  28 I 84 

I ! 
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Preliminary Cost Estimate 

oject Description. 

eplace old distribution system iron butterfly valves that are not operable due to age and natural build-up of 
rinerals on internal components with new industry standard gate valves with expoxy and rubberized internal 
Dmponents to prevent build-up. 
c I I I I 0 I ~ 1 1 . . . . 1 1 I I - - I 1 c - . 1 0 4 1 1 1 1 1 2 - 1 1 - - - - - - . - 1 - - - 0 - - I 0 - - - - - - - - . - - - - .  

Materials & Labor 

Quantity unit Avg $/Unit Description Estimated Item Cost 

w0---*.-0-*-- -. I-...-LII,. 10----r...--O---------------~-O~---------- 

I 
Contractor material and labor to replace 8 - 6 valves I 
on Cavern between Palisades and El  Lago. 

8 6" Valve i s  224 Company labor for field oversight and construction 
28 management 

33,600 I' '" Valve 4200 8 

I 

I 

I 
I 

I 
I 

'7 
I 

1 

I 
,,,,,,L-----r~r-rr-r-&---r-rr--.r-r,rrr-rrr,---r-r------- +-------. 
ubtotal { $  33,824 

ieneral Overhead Rate on Labor and Capital (10%) 3,382 

'otal Estimated Cost ! $  37,206 





minerals on internal components with new industry standard gate valves with expoxy and rubberized internal 

Contractor material and labor t o  replace 4 - 6" valves ' Valve 4200 16,80C 
on Jackrabbit between Palisades and Sunflower. 1 A $ 

I 
Contractor material and labor to replace 3 - 8" valves ' 
on Jackrabbit between Palisades and Sunflower. ! $ 

'" Valve 4700 14,lOE 

t 

Company labor for field oversight and construction ! $  11; 
management 

Company labor for field oversight and construction i ' 
management 

! 28 6" Valve 

I 
8r 

I 
I 

*' 8" Valve 

1 





I 

mponents to prevent build-up. 

Contractor material and labor to replace 9 - 6" valves 

Contractor material and labor to replace 4 - 8" valves 





--- 

,eplace old distribution system iron butterfly valves that are not operable due to age and natural build-up of 
Tinerais on internal components with new industry standard gate valves with expoxy and rubberized internal 
omponents to prevent build-up. 
-01I0-0I0I--0-0l I -0-~-0-0-m-"-1-~-0-~---~-~-0-0-0-0---~-~-0~ 

Materials & Labor 

Unit 

6" Valve t Quantity 
1 / - 1 1 0  0 - # I 0 1  

4 

8" Valve 

6" Valve 

8" Valve 

16,800 
Contractor material and labor to replace 4 - 6 valves ; 

I S  on Echo Hill between El Lago and Mimosa. t 
4200 I 

Contractor material and labor to replace 2 - 8" valves I 
on Echo Hill between El Lago and Mimosa. 

4700 9,400 

112 i s  Company labor for field oversight and construction 
management 

Company labor for field oversight and construction 
management 

' 
I 

28 

i $  56 
' 
! 

28 

I 

I i 

btal Estimated Cost 29,005 









rals on internal components with new industry standard gate valves with expoxy and rubberized internal 
:omponents to prevent build-up. 

I Company labor for field oversight and construction 
management 14 1 6" Valve 1 28 I 392 

rota1 Estimated Cost 65,111 





I Date Prepared: 
EPCOR Water 

Preliminary Cost Estimate 8/6/201 

Replace old distribution system iron butterfly valves that are not operable due to age and natural build-up of 
minerals on internal components with new industry standard gate valves with expoxy and rubberized internal 
components to  prevent build-up. c Materials & Labor 

---1-1--1-~1--1-.---------~-~-~-------------~------------. 

Description i Estimated Item cost 
. L I I I I I - . Z I I m I I I 1 I - I I I - . . . I 1 - 1 I - I  - - - - m - 1 1 1 .  

Contractor material and labor to replace 9 - 6" valves? 

on Lantana, Jericho, Erodiea between El lago and 1 $ 37,80C 
IMirnosa. I 

I 
I 

252 
Company labor for field oversight and construction 
management 

I 
I I 

I 
I 

I 
I 

5 
I 
I 
I 
I 

! ' s  38,052 

:apital(lO%] 3,805 

41,857 
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oject Description: 

eplace old distribution system iron butterfly valves that are not operable due to age and natural build-up of 
iinerals on internal components with new industry standard gate valves with expoxy and rubberized internal 
omponents to prevent build-up. 
11.1--11-...--1111---~-----~---------------------------~------. 

Materials & Labor 

I 4”Valve 

19 6” Valve 

5 8“ Valve 

8 12” Valve 

Avg $/Unit Description Estimated Item Cost 
’---...-~”-.-~- O - ~ - l - - - - - ~ - - - - - - - - - - - ~ ~ - - - - - - - - ~ .  

Contractor material and labor to replace 1 - 4” valves 6 

Esca I a nte. 

Contractor material and labor to replace 19-6” valves ! 

4000 on El  Pueblo between Fountain Hills Blvd and ! $  4,000 
I 
I 

4200 on El Pueblo between Fountain Hills Blvd and I$  79,800 
Escalante. ! 
Contractor material and labor to replace 5-8”valves 

Escalante. 

Contractor material and labor to replace 8-12” valves ; 
on El Pueblo between Fountain Hills Blvd and 
Escalante. I 

I 
4700 on El  Pueblo between Fountain Hills Blvd and i s  23,500 

I 

44,000 i $  5500 

I 

Company labor for field oversight and construction ’ 
28 I management 

28 

I$ 532 
Company labor for field oversight and construction 
management I 

28 

Company labor for field oversight and construction i 
28 management i’ 140 

I Company labor for field oversight and construction 
‘12 I management 

896 





,eplace old distribution system iron butterfly valves that are not operable due to age and natural build-up of 
iinerals on internal components with new industry standard gate valves with expoxy and rubberized internal 
omponents to  prevent build-up. 
---*1*-.101041.-*-0----1.41----------0C------.I-------I--0----- 

Materials & Labor 

Quantity Unit Avg $/Unit Description 1 Estimated Item Cost 
I l l - . C 0 I 0 . 1 - 1 1 4 1 ~ . 1 . 0 - ~ 1 0 1 1 . . - I I ~ ~ - l l - - - - - - - - . I - I ~ - - - . C I I - C I ~ ~ 0 I I I - ~ l - 0 1  

I Contractor material and labor to replace 1 - 4" valves 
4" Valve 4000 IS 4,000 

on Oro Grande between Calle del Prado and Tejon. 

Contractor material and labor to replace 12 - 6" 

, 1 
1 
I 
I 

12 6" Valve 4200 valves on Oro Grande between Calle del Prado and $ 50,400 

1 4" Valve ig 28 28 

336 12 6" Valve 

Tejon. I 
Company labor for field oversight and construction 
management 

Company labor for field oversight and construction 
management 

I I S  28 

I 
I 

I 
I 

I, 

I ' 
i 

W 0 - e - 0  L - I  em-10 #-#-*- 1 4 1 2 1 1 1 1 1 1 1 1 4 1 - 1 - 1 1 - - I - ~ - - - 0 - ( I ~ l l I l l - 0 r . l l . A  

I 

! $  54,764 ubtotal 

ieneral Overhead Rate on Labor and Capital (10%) IS 5,476 

'otal Estimated Cost 60,240 
"~-I1cI-----------------.---0-0-----0-~-0---*-~41~~-*.---I.I-- 





oiect Description. 

epiace old distribution system iron butterfly valves that are not operable due to age and natural build-up of 
iinerals on internal components with new industry standard gate valves with expoxy and rubberized internal 
2mponents to prevent build-up. 
.I-*-l-I- 0 I . I C - l l - I - I - . l - - - - - - - I I I - C I I l l ) - . . . l l l - I - I - I - l - I - I - ~ - ~ .  

1 

14 

1 

1 

14 

1 

Materials & Labor 

Contractor material and labor to replace 1 - 4" valves I 

68,832 



I 







I 

Prepared By: Water System: Project Year and Number: 

2017 V-35 Chaparral City/ 
Fountain Hills Ian Crooks 

I Date Prepared: 
EPCOR Water 

Project location: 

See project maps 

I Preliminary Cost Estimate 8/6/201 

Quantity 
e---e. t 

F 

Contractor material and labor to replace 15 - 6" 
valves on El Sobrante between Baca and Calvaras. 6" Valve 1 4200 I 63,OOC 

Contractor material and labor to replace 1 - 12" I 
valves on El Sobrante between Baca and Calvaras. I ' 5,sOc 

i 

I 
I s  Company labor for field oversight and construction 

management 6" Valve 1 28 I 42C 

I s  Company labor for field oversight and construction 

management I 
12" Valve I 112 I 112 



SECTION 3 - HYDRANTS 

3.1 Overview 

EPCOR’s Fountain Hills distribution system contains approximately 1,600 fire hydrants. Most of 
the hydrants in the system are Dresser hydrants, Models 300 and 500. Due to the age of these 

hydrants, numerous repairs have been necessary. However, repair parts for these specific 
hydrants are not available. Therefore, when a hydrant needs to be repaired, EPCOR has no 
choice but to replace the hydrant entirely. 

EPCOR plans to replace Dresser hydrants with AVK wet barrel hydrants. Wet barrel hydrants 
have the numerous advantages, including the simplicity in construction and all the mechanical 
parts are above ground and therefore are easily accessible for repairs. They can be easily 
raised or lowered to a desired height and the caps cannot be easily removed without the proper 
tools, making it more difficult for others to tamper with them. EPCOR has been satisfied with the 
quality of the AVK brand hydrants and therefore plans to replace all Dresser hydrants with AVK 

wet barrel hydrants. 

3.2 Hydrant Replacements 

Due to the problems with shutting down hydrants in order to replace them, it is important to 
replace the Dresser model hydrants that are known to be in poor condition before they fail in 
order to minimize any potential disruption in service to customers. Historical data shows that the 
older the hydrant, the more likely it is to fail, and so it is reasonable to replace the oldest 
Dresser hydrants first. In the following tab, Historical Data, historical hydrant replacements 
from 2007 through 2012 are listed; replacements prior to 2007 are not included. 

On average, during the past five years, 34 hydrants per year were replaced when they were 
found not to be operational by either EPCOR employees or the Town of Fountain Hills Fire 
Department. There are many hydrants in the system that still need to be replaced and it is 
recommended that approximately 35 hydrants be replaced per year in order to keep up with all 
of the hydrants that need to be replaced. The fire hydrant replacement cost over five years is 
estimated at $0.4M. 

Hydrant replacement projects are described in the following tabs labeled 2014, 2015, 2016, 

2017, and 2018. Tables I, 3-1 through Table I, 3-5 provide a detailed description of each hydrant 

3-1 



replacement project. The tables are broken down by year, so there is a separate table for each 
year from 2014 (Table I, 3-1) through 2018 (Table I, 3-5). Each project addresses a set of 

hydrant replacements that will occur within a defined area. Each project can also be tied to a 
map showing the proposed hydrant replacements as well as any hydrants in the vicinity that 
have been replaced since 2007. A detailed cost estimate for each project is also provided. 

3 -2 



Hydrants - Replacements 2007-2012 

Page 1 of 4 



Page 2 of 4 



_-- 

Hydrants - Replacements 2007-2012 

Scope of Work 

Page 3 of 4 



Hydrants - Replacements 2007-2012 

Page 4 of 4 
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EPCOR Water 
Preliminary Cost Estimate 

Date Prepared: 

8/6/201: 

*Company labor includes the salary for two employees for one hour a t  a rate of $28/hour. 

Prepared By: 

Ian Crooks 

Water System: Project Year and Number: Project Location: 

Chaparral City/ 
Fountain Hills 2014 H-1 See project maps 

Replace non-functioning and unservicable old fire hydrants that repair parts are no longer available with new 
wet barrel1 fire hydrants. 
-1-.11-111-111111111---~-.-1-1-111-1-1-0-1-1-~-1---1-.-1---.. 

Materials & Labor 

Quantity Unit Avg $/Unit Description I Estimated Item Cost 
- - 1 1 1 1 . - ~ 1 1 1 * - 1 . 1 1 1 . 1 1 ~ . r - l ~ 1 - 1 1 ~ 1 1 1 1 1 1 - 1 ~ . ~ ~ - ~ - 1 - 1 ~ ~ ~ 1 - 1 ~ 1 - - ~ ~ .  

I 

! 
I 

I 

Material and equipment to replace 8 fire hydrants on I 

Palomino between Palisades and Fountain Hills Blvd. I 
8 Hydrant I $  16,000 2ooo 

448 I S  

1 

5 

8 Hydrant 56 Estimated average labor cost to replace a hydrant* 

I 

t 
I 

I 
I 
I 

I 
I 
I 

I 

I 
---- 

! 
I 
I 

Ill1-1cIIII--.lll1-1-1-1-1-1-1-1-1-1-1-1-1-1-1---1~1-1-----1, 





I Date Prepared: 
EPCOR Water 

Preliminary Cost Estimate 8/6/2012 

Chaparral City/ 
Fountain Hills 

Ian Crooks 2014 H-2 See project maps 

Project Description 

Replace non-functioning and unservicable old fire hydrants that repair parts are no longer available with new 
wet barrel1 fire hydrants. 
11-1-11111-1--11-111-1-1-l-1-l---l-1-l11-1-1-1-1-1-1-1-1-1- 

Materials & Labor 

Quantity Unit Avg $/Unit Description 1 Estimated Item Cost 
I 1 I . I 1 . l l l 1 - r . . l . 1 1 1 - 1 1 . 1 - ~ 1 1 1 1 - 1 1 1 1 1 1 ~ - 1 1 1 - 1 - 1 - r . . - 1 - r . . ~ 1 - 1 - 1 - 1 - - -  

I 

Material and equipment to  replace 10 fire hydrants 

Blvd. 
10 hydrant 2000 on Mustang between Palisades and Fountain Hills 1 $ 20,000 

10 hydrant 56 Estimated average labor cost t o  replace a hydrant ! $ 560 
1 
1 
I 
I 

1 
I 
I 

i 
I 

I 

I 

1 
I 

I 
I 

- 1 - M - 1  I, 111.1- 1 1-l-11 I 11-1l--1--11-lll11-1-1-l-111 



\ 



EPCOR Water 
Preliminary Cost Estimate 

Date Prepared: 

8/6/2012 

Replace non-functioning and unservicable old fire hydrants that repair parts are no longer available with new 
wet barrel1 fire hydrants. I 

Ian Crooks 
Chaparral City/ 
Fountain Hills 

2014 H-3 See project maps 

IGeneral Overhead Rate on Labor and Capital (10%) 

Quantity 

1 

1 

~ 

i s  206 

Materials & Labor 
I 

Unit Avg $/Unit Description I Estimated Item Cost 
. 1 - - 1 1 1 4 1 1 1 1 1 1 1 . 1 1 1 - 0 - ~ , - 1 - 1 - ~ - . - 1 - 1 - - - 1 - 1 - 1 - - - l - 1 - - ~ 1 - - - ~ - 1 - 1 ~  

I 
Material and equipment t o  replace 1 fire hydrants on 
Spotted Horse between Mustang and Westridge. 

hydrant I $  2,000 

[ 
2ooo 

hydrant 56 Estimated average labor cost to  replace a hydrant ! $ 56 
I 
I 
. 
I 

I 
I 

~~ 

I 

I 
I 

I 
I 
I 

I 
I 

I 
I 

I1-II1clllllilll-1-1---1-~-0-1---~-1-1-1-~-1---1~1-1-1-1-1~ 





I Date Prepared: 
EPCOR Water 

Preliminary Cost Estimate 8/6/201 

I Chaparral City/ I Fountain Hills 
Ian Crooks I 2014 H-4 1See projectmaps 

I I 

Project Description 

Replace non-functioning and unservicable old fire hydrants that repair parts are no longer available with new 
wet barrel1 fire hydrants. 
----11-111-1-11-1--1-1-------1-1-.-------1-1-1-1-1-1---1--. 

Materials & Labor 

Quantity Unit Avg $/Unit Description Estimated Item Cost 
1 1 1 1 1 0 4 1 1 - 1 1 1 1 ' ~ - 1 1 1 - . , - 1 - 1 - 1 - 1 - 1 - - - - - 1 - - - ~ - 1 - 0 - 1 - 0 ~ ~ - - - 1 - 1 - 1 .  

I 
1 hydrant i s  2,ooc 

1 hydrant 56 Estimated average labor cost to replace a hydrant ! $ 5E 

Material and equipment replace 1 fire hydrant on 
Buffalo between Mustang and Puma. 1 

2ooo 

1 
1 * 
* I 

I 
I 
I 
I 

I 

f 

* 
I 
I 

; 
1 
I 

-rrrr-rr-rr---rr--r---0-~---1-------------1-1-~-1-1-1~--1-1-1-- 

Subtotal { $  2,OSt 

General Overhead Rate on Labor and Capital (10%) i s  20( 
Illlllllll-1-1ll-1-1-~-1-----.-1-1-1-1-1---~----~1-1-1-1-1 

Total Estimated Cost I $  2,26: 





EPCOR Water 
Preliminary Cost Estimate 

Date Prepared: 

8/6/2013 

Ian Crooks 
Chaparral City/ 
Fountain Hills 

2014 H-5 See project maps 

Quantity Unit 

10 hydrant 

10 hydrant 

Materials & Labor 

Avg $/Unit Description Estimated Item Cost 
11-111.1-11111.1111--..-1---1-----------------1----~--------.- 

I 
i s  20,000 

; 
I s  

Material and equipment replace 10 fire hydrants on 
Sunburst between Palisades and Sycamore. 2ooo 

560 
I 

I 

56 Estimated average labor cost to  replace a hydrant 

I 
I 
I 

I 

i 

1 

I 
I 

I 
I 

I 
I 
I 
I 

I I 
1-11-111-..1.1-11-1---1---1-----~-1-----------1----~1-------1~ 





EPCOR Water 
Preliminary Cost Estimate 

I 
Prepared By: (Water System: (Project Year and Number: (project Location: 

Date Prepared: 

8/6/2 0 1: 

Ian Crooks 

Replace non-functioning and unservicable old fire hydrants that repair parts are no longer available with new 
wet barrel1 fire hydrants. 
-111.11-11111-1-1-1-1-1-1-1-1-1-1-~-1-1-1-1-1-1---~-1-~-1-1~ 

Materials & Labor 

Chaparral City/ 
Fountain Hills 2014 H-6 See project maps 

(Subtotal 8,224 









EPCOR Water 
Preliminary Cost Estimate 

Date Prepared: 

8/6/201 

Ian Crooks 

Total Estimated Cost 1s 18,09: 

*Company labor includes the salary for two employees for one hour a t  a rate of  $28/hour. 

Chaparral City/ 
Fountain Hills 

2014 H-1 See project maps 

Replace non-functioning and unservicable old fire hydrants that repair parts are no longer available with new 
wet barrel1 fire hydrants. 
1-1--12-1r---r---r1r---r---r-r-~-------~-r---.---,-----~-~. 

Materials & Labor 

Qua n t i ty Unit Avg $/Unit Description i Estimated Item Cost 
1) .1 r - .1 -1 - - - - - - ’~11 - r - . , -~ - r -~ - r - r -~ - - -~ -~ -~ - - - - - . - r~~ - - - r - -1 - .  

I 

! 

I 
I 

Material and equipment to replace 8 fire hydrants on 4 
16,000 8 Hydrant 2ooo Palomino between Palisades and Fountain Hills Blvd. I $  I 

8 Hydrant 56 Estimated average labor cost t o  replace a hydrant* ! $ 448 

I 

I 
I 

I 

5 
I 
I 
I 

I 
I 
I 

I 

L -~1~,,L-,,-rJ,,r-,,1,,,,,,,,,,,,,,,,,,,r-r-r-~~r~r-r-r-r~r~ I 

Su bt ota I is 16,448 

General Overhead Rate on Labor and Capital (10%) I $  1,645 
-r-r-r-r-rrrr-r---r-r.lrrrr.rrrrr-rr-r-r-----r---r-r----Cr-r-r-r--. 





I EPCOR Water 
Preliminary Cost Estimate 

IDate Prepared: 

8/6/2 0 1 I 

Prepared By: 

tan Crooks 

Water System: Project Year and Number: Project Location: 

Chaparral City/ 
Fountain Hills 

2014 H-2 See project maps 



’ \  



Date Prepared 
EPCOR Water 

Preliminary Cost Estimate 8/6/201: 

Prepared By. Water System. Project Year and Number Prolect Location: 

Chaparral City/ 
Fountain Hills 

Ian Crooks 2014 H-3 See project maps 

Project Description: 

Replace non-functioning and unservicable old fire hydrants that repair parts are no  longer available with new 
wet barrel1 fire hydrants. 
I - I - - - - - L I I - 1 - - - 1 - 1 - ~ - 1 - ~ - - - - - ~ - ~ - - - - - - - ~ - ~ - ~ - ~ - ~ - ~ - ~ - ~ - 0 - ~ .  

Materials & Labor 

Quantity Unit Avg $/Unit Description Estimated Item Cost 
I - . . Z I I I . l - l l - l l . - I 1 . . - 1 I . . - 1 l l l - l l l l l l l - - 1 . L I ~ - 1 - - - ~ - ~ - ~ ~ l - ~ - - - ~ - - .  

I 
Material and equipment to  replace 1 fire hydrants on I 

Spotted Horse between Mustang and Westridge. 
1 hydrant IS 2,000 

i 
2ooo 

56 I 

1 
I S  1 hydrant 56 Estimated average labor cost to replace a hydrant 

I 

I 
I 

1 
I 
I I 

i 

1 e 
I 
I 

1 
f 

rrrrrr-rClll-l-rrr--1-~---1---0-----~---0-~-~-----~~-~-~-~--. 

Subtotal 2,056 

General Overhead Rate on Labor and Capital (10%) 5 s  206 
--111*-011-1-11-4----------------1-1-------.----~0---.-~--. 

2,262 ! $  Total Estimated Cost 





Date Prepared 
EPCOR Water 

Preliminary Cost Estimate 8/6/201 

Prepared By Water System Project Year and Number Project Location 

Chaparral City/ 
Fountain Hills 

Ian Crooks 2014 H - 4  See project maps 

Project Description 

Replace non-functioning and unservicable old fire hydrants that repair parts are no longer available with new 
wet barrel1 fire hydrants. 
I - - I I I I - I I I I I ~ - - l - l - - - - - - ~ - - - - - - - - - - - - - - - 0 - - - ~ - - - . - - - - - - - -  

Materials & Labor 

Quantity Unit Avg $/Unit Description i Estimated Item cost 
1 0 - 1 1 - 4 1 - 1 - 1 1 ' 1 ' 1 - 1 - - - . , - 1 - - - ~ ~ - - - ~ ~ ~ - - - ~ ~ ~ ~ ~ 1 - . ~ - ~ - ~ . - - - ~ ~ ~ - - .  

I 
1 hydrant I $  2,ooc 

1 hydrant 56 Estimated average labor cost to  replace a hydrant ! $ 5E 

Material and equipment replace 1 fire hydrant on 
Buffalo between Mustang and Puma. [I 

2ooo 

I 
I 
f 

I 
I 

I 
I 
I 
I 

1 
! 
I 

I 
t 

I -------------------~-----------1----------------~--.------ 
Subtotal i $  2,05f 

General Overhead Rate on Labor and Capital (10%) i s  20f 
--1-1-1-1-1--1---.-------------------------------~----0---- 

Total Estimated Cost Is 2,26; 





EPCOR Water 
Preliminary Cost Estimate 

Date Prepared: 

8/6/201: 

Chaparral City/ 
Fountain Hills 

Ian Crooks 2014 H-5 See project maps 

Project Description 

Replace non-functioning and unservicable old fire hydrants that repair parts are no longer available with new 
wet barrel1 fire hydrants. 
-1----111-111----11---------------------------------------. 

Materials & Labor 

Quantity Unlt Avg $/Unit Description 1 Estimated Item Cost 
- I 1 - - 1 4 I - 1 1 I I I . * 1 - 1 1 1 1 . . 1 - ~ I ~ I I 1 1 1 ~ 1 ~ - 1 - 1 - 1 ~ 1 1 ~ - l l l ~ t l l - - l l r 1 1 - .  

I 
1 $  20,000 

*Oo0 Sunburst between Palisades and Sycamore. I 
! 

Material and equipment replace 10 fire hydrants on 
10 hydrant 

10 hydrant 56 Estimated average labor cost to replace a hydrant 5 60 

I 
I 
I 
I 

'7 
1 
F I 

I 
I 
[ 
1 
I 
I 
t 

5 
I I 

p 20,56C Subtotal 
I 

General Overhead Rate on Labor and Capital (10%) 1 s  2,OSf 
111-1-111-1---1-1-1-----------------------------~--------- 

Total Estimated Cost 22,61t 

1-1-1- 1 1  -1-1- -1--11--111-1-1-1-111111-1--------~--------- 1 





EPCOR Water 
Preliminary Cost Estimate 

Date Prepared: 

8/6/201: 

Prepared By: 

Ian Crooks 

Water System: Project Year and Number: Project Location: 

Chaparral City/ 
Fountain Hills 

2014 H-6  See project maps 





Date Prepared. 
EPCOR Water 

Preliminary Cost Estimate 8/6/201: 

Prepared By: Water System: Project Year and Number: Project location: 

2014 H-7 See project maps 
Chaparral City/ 
Fountain Hills 

Ian Crooks 

Project Description: 

Replace non-functioning and unservicable old fire hydrants that repair parts are no longer available with new 
wet barrel1 fire hydrants. 
1 - 1 1 1 1 - 1 - - 1 1 1 - l - - 1 1 - . - - - ~ - - - 1 - l - 0 - l - 0 l 0 1 l l - 1 - 1 . 1 1 - 1 - - - - l - - - - .  

Materials & Labor 

Quantity Unit Avg $/Unit Description 1 Estimated Item Cost 
1-11-e. -e---#- .m-1-0-r ' - 0 - ~ - 0 - # - l l l l l l - - # - # - - - - - - - ~ # - 0 - - - ~ - - .  

I 
i s  14,000 

Material and equipment replace 7 fire hydrants on 
hydrant 2ooo Ocotillo between Mustang and Fountain Hills Blvd. ; 

7 

7 hydrant 56 Estimated average labor cost to replace a hydrant f $  392 

I 
I 
I 
I 

'7 

F I 

i 

I 

I 

I 
I 
I 
I 

I 
I 
i----- I 

-1111--------------~-----11-1111111~---l10-----~~-----l--, 

General Overhead Rate on Labor and Capital (10%) I $  1,439 

Subtotal l $  14,392 
I 

1---1-l1-l1--.11-1-~-1-------------~-------------~--1---~-1, 

Total Estimated Cost I$ 15,831 
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Date Prepared 
EPCOR Water 

8/6/201: Preliminary Cost Estimate 

repared By. Water System: Project Year and Number. Project Location 

Chaparral City/ 
Fountain Hills Ian Crooks 2015 H-9 See project maps 

I 

rqect Description 

teplace non-functioning and unservicable old fire hydrants that repair parts are no longer available with new 
vet barrel1 fire hydrants. 
~ . . - 1 1 1 - - . - 1 - . . ~ - 0 - ~ - ~ ~ 0 - ~  



e 











eplace non-functioning and unservicable old fire hydrants that repair parts are no longer available with new I 



s 
Y 
t 







I Date Prepared: 
EPCOR Water 

Preliminary Cost Estimate 8161201 

2015 H-14 Chaparral City/ 
Fountain Hills 

Ian Crooks See project maps 

Replace non-functioning and unservicable old fire hydrants that repair parts are no longer available with new 
wet barrel1 fire hydrants. 
-1-11111-111111r-1-~-1-~-1-1-1-~-1-~-1-1-1-1-1-1-1-r-1-1-*. 

Materials & Labor 

Quantity Unit Avg $/unit Description ; Estimated Item Cost 
1 1 - 1 - 1 4  11-1-1- . 1 r . l r ~ l l . . 1 1 I ~ I 1 . I 1 - r - r - * ~ 1 ~ 1 - r - 1 ~ 1 - 1 - ~ r ~ ~ - 1 - 1 - * .  

I 
4 hydrant ; $  8,000 

Replace 4 fire hydrants on Cholla between Chicory 

i 2ooo and Fountain Hills Blvd. 

4 hydrant 56 Estimated average labor cost to replace a hydrant ] $  224 

I 
z # 

I 
I I 

I 

I ! 
I 
I 

I 
I 
I 

rr.rrrrr-rrrr-r-r~1-1-1-~-1-r-1-1-1-r-1-~-1-1-1-r-r-~~-1-1-~-1. 

Subtotal : $  8,224 
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Replace 2 fire hydrants on Chicory between Sycamore 





Materials & Labor 

Replace 3 fire hydrants on Verbana between Sage 





Replace 5 fire hydrants on Sage and Stardust between 





is 2,056 





lace non-functioning and unservicable old fire hydrants that repair parts are no longer available with new 
barrel1 fire hydrants. 

Replace 3 fire hydrants on Ironwood between Thistle 





-1-m-m-m-1-e 

Replace 5 fire hydrants on Thistle between Palisades 

tal Estimated Cost 





Chaparral City/ 
Fountain Hills Ian Crooks 2016 H-21 See project maps 

roject Description, 

leplace non-functioning and unservicable old fire hydrants that repair parts are no longer available with new 
vet barrel1 fire hydrants. 
"*--~--------*---------*-r-----*-r-~---*-r-*-~-~-~-------r, 

Materials & Labor 

Quantity I Unit I AvgS/Unit 1 Description 
- 1 Estimated item Cost 

#..111* *----rl 111*---*.11-----r4111.--111--*--cI-.41---1*.1.. 

I 
20,000 

hydrant1  2000 1 Replace 10 fire hydrants on El Lago between 
Palisades and Fountain Hills Blvd. 

10 





I Date  prepared^ 
EPCOR Water 

I I I 

I 
i$  
5 

Replace 1 fire hydrant on Cavern between Palisades 
and El Lago. 2,000 

Estimated average labor cost to replace a hydrant ! $ 56 
I 
I 
I 

* I 

L 
I 

? i 
I 









I Date Prepared: 
EPCOR Water 

Prepared By: Water System: Project Year and Number: 

2016 H-24 Chaparral City/ 
Fountain Hills 

Ian Crooks 

I Preliminary Cost Estimate 

Project Location: 

See project maps 

8/6/201. 
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Replace 11 fire hydrants on El Pueblo between 

iubtotal 22,616 

jeneral Overhead Rate on Labor and Capital (10%) i s  2,26; 

rota1 Estimated Cost ! $  24,878 





EPCOR Water 
Preliminary Cost Estimate 

Date Prepared: 

8/6/201: 

IGeneral Overhead Rate on Labor and Capital (10%) ; $  1,234 

Prepared By: Water System: 

Chaparral City/ 
Fountain Hills Ian Crooks 

ITotal Estimated Cost i s  13,570 

Project Year and Number: Project Location: 

2017 H-29 See project maps 

Replace non-functioning and unservicable old fire hydrants that repair parts are no longer available with new 
wet barrel1 fire hydrants. 
-I-I-I-I-I-I-~-I-I-I-I-I-I-I-I-I-I-~-I-~-I-I-I-I-~-I-I-I-I. 

Materials & Labor 

Quantity Unit Avg $/Unit Description i Estimated Item Cost 
-r-r-r..~r.-I-I-.I-~-r-. . - r - l l r . - c I I I I I I - ~ - I - r - r - r - ~ - ~ r . - I - I - I - ~ .  

I 
I $  12,000 

I 

Replace 6 fire hydrants on Oro Grande between Calle 
hydrant 2000 del Prado and Tejon. 6 

336 i s  6 hydrant 56 Estimated average labor cost to replace a hydrant 
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lace non-functioning and unservicable old fire hydrants that repair parts are no longer available with new 

t s  on Alamosa between Del 





Estimated Item Cost 

Replace 4 fire hydrants o n  Caliente and Tejon 





and unservicable old fire hydrants that repair parts are no longer available with new 

Description Estimated Item Cost 

Replace 6 fire hydrants on El Sobrante between Baca 

tal Estimated Cost 









EPCOR Water 
Preliminary Cost Estimate 

Date Prepared: 

8/6/2011 

IReplace non-functioning and unservicable old fire hydrants that repair parts are no longer available with new 

Ian Crooks 
Chaparral City/ 
Fountain Hills 2018 H-34 See project maps 

-11-11. 

5 

5 

- 1 1 1 1 - 4  

hydrant 

hydrant 

2000 
I 

Replace 5 fire hydrants on Fountain Hills between 
Palomino and Inca. I 

; $  10,000 

56 Estimated average labor cost to replace a hydrant ! $ 280 I 
! 



SECTION 4 - METERS 

4.1 Overview 

The Fountain Hills system has approximately 13,000 residential and commercial customer 

accounts. The weighted average meter age in the system is 10.2 years. The past 5-year 

average annual meter replacement rate was 104 meters per year; at this rate, it will take over a 
130 years to replace all of the meters in the system. 

A recent analysis of billing data revealed approximately 21,750 meter reads of zero for active 
accounts between August 2011 and June 2013. Many of these are duplicate customers, 

meaning that these customers have had meter reads of zero, or broken meters, for multiple 
billing cycles. A total of 3,268 unique active customers have had at least one meter read of zero 
during this time frame. This could account for significant portion of the non-revenue water in this 

district. A more aggressive meter replacement program is needed to address this issue. 

4.2 Best Management Practices 

The Arizona Department of Water Resources' (ADWR) Modified Non-Per Capita Conservation 

Program (MNPCCP) is one of the regulatory programs for large municipal water providers in 
Active Management Areas. It is a performance-based program (Best Management Practice or 
BMP) that participating water providers use to implement water conservation measures that 

result in water use efficiency in their service areas. ADWRs BMP for meter replacement and 
testing requires 2" and smaller meters be replaced at a minimum of every 15 years. 

EPCOR has a BMP program in place for some of its other districts. The program is a good 

guideline for structuring a program in districts which do not have the required BMP program. 

EPCOR plans to adopt the following BMP for its Fountain Hills district: 

Meter ReDair andlor Redacement Tariff - BMP 4.2 

PURPOSE 
A program for the Company to systematically assess all in-service water meters (including 
Company production meters) in its water service area to i d e n t i  under-registering meters and to 
repair or replace them (Modified Non-Per Capita Conservation Program Best Management 

4- 1 



Practice Category 4: Physical System Evaluation and Improvement 4.2 Meter Repair and/or 

Replacement Program). 

REQUIREMENTS 

The requirements of this tariff are governed by Rules of the Arizona Corporation Commission 

and were adapted from the Arizona Department of Water Resources’ Required Public Education 
Program and Best Management Practices in the Modified Non-Per Capita Conservation 

Program. 

1. The Company will test, repair, or replace water meters in accordance with its meter 

testing and replacement guidelines, which include, but are not limited to, usage and 
length of time in service, as appropriate and necessary to maintain acceptable water 

meter accuracy. 
2. The Company will test all meters that have caused a meter reading complaint to be filed 

with the Arizona Corporation Commission. 
3. Meters larger than 2-inch shall be tested for one of the following reasons: 

a. A meter reading complaint is filed with the Company by a customer or Arizona 

b. A meter has been in service for five years. 

4. The test will be accomplished by one of the following: 

a. Having the meter pulled and having a Company Technician physically inspect each 
meter and its fittings for leaks, registers which may have become loose or are not 
properly attached to the meter and could be under-registering or other broken parts 

which need repair. 

b. Utilizing equipment to verify that all electronic components are within manufacturer 
specifications and are operating properly. 

5. In addition, meters shall be randomly selected for flow testing utilizing a flow through 

detector testing meter. 
6. All replacement water meters shall register in gallons in increments equal to or less than 

as follows: 
a. All new l-inch and smaller meters that are installed will register usage in 1 gallon 

b. All new 1-1/2-inch through 4-inch meters that are installed will register in 10 gallon 

Corporation Commission Staff, 

increments, 

increments, and 
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c. All new 6-inch and larger meters that are installed will register in 100 gallon 

7. The Company shall keep records on the number of meters that were replaced and make 

this information available to the Commission upon request. 

increments. 

4.3 Industry Standards 

EPCOR contacted other water utilities around the country to find out what their standard for 

meter replacement has been. Most of these utilities believe that replacing meters every 10 to 15 
years is appropriate. Different studies around the country determined that a 10 to 20 year range 

is acceptable; however, there is no exact age that determines the time when a meter should be 
replaced. A meter’s accuracy is dependent on many factors including water quality, water 

temperature, the flow rate passing through the meter, and the quantity of water that passes 

through the meter. Taking these factors into consideration, comparing the Fountain Hills system 

to another system such as the City of Scottsdale, which has similar water composition and 

temperature as well as similar flow rates, seems appropriate. The City of Scottsdale developed 
a meter program in 201 1 in which it was determined that meters should be replaced after 12 to 
15 years from the manufacture date. Based on studies and other utilities’ standards, EPCOR 

has determined that the 15 year range is appropriate for meter replacement in its Fountain Hills 
district. 

4.4 Meter Replacements 

EPCOR plans to substantially increase the annual meter replacement program. The program 
will target meter routes with the oldest meters first, as well as in critical areas where there have 

been instances of zero read meters. Prior to replacing the meters in a specific route, 10% of the 

meters will be tested for accuracy. If these meters do not meet the accuracy requirements 

described in our meter testing program, all of the meters in the route will be replaced; othewise 
another meter route will be considered and tested for replacement need. A copy of the 

Company’s meter testing and replacement guidelines is included in the following tab, Meter 

Testing. 

EPCOR plans to replace an average of 1,439 meters per year over the next five years and 
continue at this pace until the all meters in the system are replaced. Exhibit 4-1 is a table 
showing EPCOR’s plan for replacing meters for the next 10 years. 

4-3 



Meter replacement projects for the next five years are described in the following tabs labeled 
2014, 2016, 2016, 2017, and 2018. Tables I, 4-1 through Table I, 4-5 provide a detailed 

description of each meter replacement project. The tables are broken down by year, so there is 
a separate table for each year from 2014 (Table I, 4-1) through 2018 (Table I, 4-5). Each project 

addresses a set of meter replacements that will occur within a defined meter route. Each project 

can also be tied to a map showing the proposed meter replacements. A detailed cost estimate 

for each project is also provided. 
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Effective Date: 
STANDARD OPERATING PRACTICIES Revised Date: 
SOP Name: SOP# 
WATER METER TESTING AND REPLACEMENT GUIDELINES 

TYPE: DIVISION: ACTIVITY DEFINITIONS: 
Accuracy Validation Field Operations 

CFO-XXX 

OBJECTIVE 

The objective of this document is to provide consistent practice and procedure for testing water 
meters for accurate measurement. 

GOAL 

The goal is to have a uniform water meter testing and replacement program. 

SCOPE 

The policy shall apply to al l  EPCOR Water employees and al l  contractors working on behalf of EPCOR 
Water, performing water meter testing and/or replacement. Al l  personnel performing water meter 
tests will comply with the procedures in CFO-312, Small Meter Testing and CFO-315, Large Water 
Meter Testing. 

SUPPORT GUIDANCE DOCUMENTS 

1. Meter Requests Procedures 
2. Hydrant Meter Requests Procedures 
3. Water Meter Testing SOPS, CFO-312 Small Meter Testing, CFO-315 Large Meter Testing 

PROCEDURE 

Water meters provided by EPCOR Water will be in compliance with the specifications and tolerances 
established for meters by the American Water Works Association (AWWA), the Arizona Corporation 
Commission (ACC), and the New Mexico Public Regulation Commission (PRC). This practice will address 
four water meter test requests; first is a customer request, which could also be submitted through the 
ACC or PRC on behalf of a customer's complaint; second are meters replaced through the meter 
replacement program; third is testing of fire hydrant meters; and fourth is testing commercial meters 
3" and larger. This practice will also identify required documentation and filing for all meter testing. 
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WATER METER TESTING AND REPLACEMENT GUIDELINES 
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Customer Requested Meter Tests 

1. 

2. 

3. 

4. 

5, 

Meter tests requested by customers will be accepted through the EPCOR Water Customer Service 
Center (CSC) or the local Customer Service Representative (CSR). EPCOR Water customers will be 
informed that if the meter test results are within 3% accuracy, they will be charged the current 
tariff rate for the meter test and the meter will be reinstalled a t  their location. The Customer 
Service Manager will determine if the fee should be waived. However, if the customer's meter is 
older than 6 years and is not testing within compliance guidelines (more than 3% accuracy), it will 
be replaced with a new AMR meter. The CSR will ask the customer if they would like to witness the 
meter test a t  a local EPCOR Water facility and schedule a date and time. 

The CSC or CSR will create a Meter Test (MTEST) Service Order which schedules the Field Service 
Representative (FSR) to remove the customer's meter from their location. The FSR will submit a 
meter request to the Inventory Control Staff to receive a new meter to temporarily install during 
the meter test. 

The FSR will proceed to the customer's location to remove the meter and install the temporary 
meter until the meter test is completed. The FSR will complete the MTEST service order with 
Backoffice Review for the local CSR, document all new meter information, (e& serial number, 
transponder I.D., current read, etc.), and attach a Meter Routing Tag (manila color) to the 
customer's meter for identification and tracking. The meter test will be completed as soon as 
possible to meet customer expectations. 

The FSR will deliver the meter to the local Operations Facility for meter testing. If the customer has 
requested to be present during testing, the meter will be tested a t  the scheduled date and time. 
An EPCOR Water employee will perform the meter test and complete the Meter Test Report. If the 
meter test results are within compliance guidelines (less than 3% accuracy), the meter will be 
reinstalled at  the customer's location. However, if the customer's meter is older than 6 years and 
is not testing within compliance guidelines (more than 3% accuracy), it will be replaced with a new 
AMR meter. The meter test results will be delivered to the CSR, recommend the meter for 
reinstallation or replacement. The CSR will notify the customer of the meter test results and 
provide the customer with a copy of the Meter Test Report if requested. The CSR will create a 
Meter Change-out (MTRCH) service order for the FSR to receive the customer's meter from the 
Inventory Control Staff to reinstall/replace the meter a t  the customer's location. The FSR will 
complete the MTRCH service order with Backoffice Review for the local CSR. The Inventory Control 
Staff will file the original paper copy of the Meter Test Report for one (1) year and an electronic 
(scan) copy indefinitely. The temporary meter will be returned to the Inventory Control Staff to be 
placed back in inventory. 

If the meter does not test within compliance guidelines (more than 3% accuracy), the temporary 
meter will remain a t  the customer location a t  no cost to the customer and since the meter 
information was entered previously, no further action is required. The CSR will notify the customer 
of the results and explain refund procedures if the meter test indicates the meter ran fast. 99.99% 
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of the time, meters run slow. The old meter will be stored in the warehouse for six (6) months 
before disposal as scrap metal, or as long as required if the account is under review by the ACC. 

6. In the event the meter is not within compliance guidelines and the meter proved to be running 
fast, the CSR will submit a request for the customer‘s account to be adjusted for a period not 
exceeding three (3) months preceding the removal of the meter for testing. The customer‘s 
account will be adjusted in accordance with Standard Adjustment Guidelines. 

Meter Replacement Program 

1. 

2. 

3. 

4. 

5.  

The replacement schedule for EPCOR water meters will be developed based on age, usage and 
length of time in service. The Field Operations Manager will establish and verify the meter service 
date by the meter serial number when developing the meter replacement schedule. The 
replacement schedule will identify meter routes targeted for replacement by calendar year based 
upon the above criteria. 

In January of each calendar year the Field Operations Manager will schedule testing for a 10% 
random sample of meters in the routes scheduled for replacement in that calendar year as a means 
to validate replacement selection. 

The Field Operations Supervisor will coordinate with the CSR to create Meter Periodic Change-out 
(MCPTC) Service Orders to replace meters. Field Operations staff is assigned to replace the 
selected meters and will complete a service order for each meter location and attach a completed 
meter routing tag to each meter. The completed service orders or read sequence form are 
delivered to the local CSR for processing. All old replacement meters will be delivered to the 
recycle bin for disposal. 

The Utility Worker or Meter Reader will record all meter test results in the Meter Test database 
located on the network drive: 

F:\ Common \ Data Warehouse\Cen tral Division \ Operations Activity\ Mon thly Reports I Operational Data \ Meters \Sun 
City Meter Test 0atabase.xls 

The data base will track the meter serial number, test date, test result, meter reading, meter 
manufacture, size, and who performed the test. There is a separate tab for customer requests, 
meter replacement program, and hydrant meter. 

Once meters are tested, the meters will be scheduled for scrap metal recycling. 

large Commercial Meter Tests 

1. All  large commercial meters (23”) will be tested on an annual basis. Compound meters will be 
tested semi-annually due to low flow chambers high usage patterns. If current staff unavailable, 
meter tests will be performed by a meter test contractor within required time frame. Any meter 
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test that fails will be repaired/replaced by the contractor or replaced by EPCOR Water employee as 
required. All contractor meter test reports will be recorded and filed by the local Operations 
Supervisor. Field Operations staff will record all meter test results in the Meter Test database 
located on the network drive: 

F:\Dahr\Common\Data Warehouse\Central Division\Operations Activity\Monthly ReportS\Operationa/ 
Dota\Meters\Sun City Meter Test Database.xls 

Hydrant Meter Tests 

2. Customer requested hydrant meter testing will follow the same procedures as outlined in section 
"Customer Requested Meter Tests". A temporary hydrant meter will be installed a t  the customer 
location until the meter test is completed. In the event the hydrant meter does not pass 
inspection, the hydrant meter will be tagged for repair or disposal. 

3. All hydrant meters returned from field will be inspected for damage and repaired as needed. The 
hydrant meters will then be tested for accuracy. If the hydrant meter does not pass testing after 
repairs, the hydrant meter will be scheduled for recycling for scrap metal. 

4. The Inventory Control Staff will record all meter test results in the Meter Test database located on 
the network drive: 

F:\ Data\Cammon\Dahr Warehouse\Central Division\Operations Activity\Monthly Reports\Operotionol 
Dato\Meters\Sun City Meter Test Datobase.xls 

The database will track the meter serial number, test date, test result, meter reading, meter 
manufacture, size, and who performed the test. There is a separate tab for customer requests, 
meter replacement program, and hydrant meters. 
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I Date Prepared: 
EPCOR Water 

M-1 
Chaparral City/ 
Fountain Hills 

Ian Crooks 

Preliminary Cost Estimate 8/6/201, I 
Prepared By: lwater System: IProject Number: Iproject Location: 

Meter Routes 8,9,87 

I 348 I 1"Meter 194 

292 
~~ 

2" Meter 350 New Meter ! s  2,099 6 
~ 

>2" Meter 1000 3 New Meter (estimated avg. cost >2") 3,ooa 

19 1 s 21,168 Labor to install 1134 new 3/4" meters* 1134 3/4" Meter 

1" Meter 

1.5" Meter 

_ _ _ _ ~  ~ 

Labor to install 348 new 1" meters* I S  6,496 348 19 
_ _ ~ ~  

Labor to install 16 new 1.5" meters* 672 

Labor to install 6 new 2" meters* I S  336 

Labor to install 3 new >2" meters* j '  336 
I 

I 
I 

. - - . . 1 - 1 - - 1 1 1 - ~ 1 ) 1 - - - - - - - - - m - 1  

42 16 

56 

112 >2" Meter 

[General Overhead Rate on labor and Capital (10%) I S  28,635 

*Company labor includes the salary for two employees at a rate of $28/hour for 20 minutes each for 3/4" 
and 1" meters, 45 minutes each for 1 1/2" meters, 1 hour each for 2" meters, and 2 hours each for meters 
larger than 2". 
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I Date Prepared: 
EPCOR Water 

Ian Crooks I 
Preliminary Cost Estimate 

Chaparral City/ 
Fountain Hills 

I 8/6/201, 
I 

Prepared By: lwater System: IProject Number: lproject Location: 

Meter Routes 63,98 M-2 

Project Description: 



. . .. . .. . . . ... 





I Date Prepared: 
EPCOR Water 

Prellmlnary Cost Estimate 8161201 

IMeter Routes 10,23,36,68 I I Chaparral City/ I Fountain Hills 
Ian Crooks M-3 

Project Descriptlon: 

Replace 1,022 - #", 267 - l", 24 - lS", and 14 - 2" (1,327 total) meters in CCWC meter routes 10, 23,36, 

I 267 I 1" I 194 

350 

ISubtotal 

19 

19 

42 

56 

New Meter 1 $ 7,004.U 

New Meter 1 $ 4,898.18 

~~ 

Labor to install 1022 new 3/4" meters I $ 19,418 

Labor to install 267 new 1" meters I $  5,07? 

Labor to install 24 new 1.5" meters 1 s  1,ooe 

Labor to install 14 new 2" meters 1 s  784 
I 
t '!----- 
I 

-I-~-----I-I---~-----I-~-~ 
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EPCOR Water 
Preliminary Cost Estimate 

I I Chaparral City/ 
Fountain Hills 

I IanCrooks 

Date Prepared: 

8/6/2011 

M -4 
I I 

_ _ _ _ ~ ~ ~  ~ ~ 

1" 194 NewMeter 1 $ 41,701.40 
I 

1.5" 292 New Meter I $ 3,793.92 

2" 350 New Meter 1 $ 8,047.01 

>2" 1000 New Meter (estimated avg. cost >2") 1 5 2,000.00 

hours 19 Labor to  install 1335 new 3/4" meters 1 $ 25,365 

hours 19 labor to  install 215 new 1'' meters fS 4,085 

hours 42 Labor to install 13 new 1.5" meters 1 s  546 

hours 56 Labor to  install 23 new 2" meters I,$ 1,288 
I 

hours 112 Labor to install 2 new >2" meters 1 s  224 
I 

I 

I 

Meter Routes 3,4,17,31 



I I 

-2 I 
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EPCOR Water 
Preliminary Cost Estimate 

Date Prepared: 

8/6/2013 

13 ~ I hours I 56 (Labor to install 13 new 2" meters I $  728 

Prepared By: Water System: 

Chaparral City/ 
Fountain Hills 

Ian Crooks 

Project Number: Project Location: 

Meter Routes 12,13,20,44, 
96 

M-5 

Quantity Unit $/Unit 

930 314" 159 

448 1" 194 

22 1.5" 292 

13 2" 350 

5 >2" 1000 

930 hours 19 

448 hours 19 

22 hours 42 

Description 1 Estimated Item Cost 
- - - - I - . C I I I I I I , - I - I I - - . . - L I I I - - - L I - ~ - - l - - - - . - - - - - ~ - - ~ - - ~ - - - - -  

New Meter ! $ 147,684.00 

NewMeter $ 86,894.08 

New Meter $ 6,420.48 

New Meter 1 $ 4,548.31 

New Meter (estimated avg. cost >2") 1 $ 5,000.00 

Labor to install 930 new 3/4" meters $ 17,670 

Labor to install 448 new 1" meters f $  8,512 

Labor to install 22 new 1.5" meters i s  924 

I 

1- 

v 



SIB Table I 

(Exhibit CC-2) 

EPCOR Water (USA) Inc. 

Chaparral City Water Company/Fountain Hills 

PWS ID NO. 07-017 

August 21,2013 
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SIB Table II Template 

(Exhibit CC-3) 

EPCOR Water (USA) Inc. 

C h a par ra I City Water Co m pa n y/ Fo u n t a i n Hi I Is 

PWS ID NO. 07-017 

December 6,2013 

A 



I 
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BEFORE THE ARIZONA CORPORATION COMMISSION 

:OMMISSIONERS 
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XECUTIVE SUMMARY 

ake Lenderking testifies: 

XWC is requesting inclusion in rates of the previously deferred CAP M&I Charges and the on- 
oing payments that CCWC makes to the Central Arizona Water Conservation District 
‘CAWCD”) for its use of Central Arizona Project (“CAP”) water. The inclusion of these 
mounts in rates supports the policy of the State of Arizona for the use of renewable resources 
nd sends a clear signal to other Commission-regulated water utilities that good water 
nanagement is important to the Commission. 

-he Company is proposing a Sustainable Water Surcharge (“SWSyy) to recover the cost of water 
iurchased from CAP and charges related to water storage with the Replenishment District and/or 
redits for water storage with MWD GSF. The SWS allows for the exact recovery of this known 
nd essential expense. Since the surcharge matches the expense, ratepayers will also more 
luickly realize any decreases in the CAP water price that may occur. 

XWC js seeking approval of a pro forma adjustment relating to conservation program expenses. 



I 

I 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

I 22 

23 

24 
I 

:haparraI City Water Company 
)ired Testimony of Jake Lenderking 
locket No, W-02113A-13- 01 I F) 
’age 1 of 16 

INTRODUCTION AND OUALIFICATIONS 

PLEASE STATE YOUR NAME, BUSlNESS ADDRESS, AND TELEPHONE 

NUMBER. 

My name is Jake Lenderking. My business address is 2355 W Pinnacle Peak Rd., Suite 

300, Phoenix, Arizona 85027, and my business phone is (623) 445 - 2410. 

IN WHAT CAPACITY AND BY WHOM ARE YOU EMPLOYED? 

I am employed by EPCOR Water (USA) Inc. (“EWS”) as the Water Resources 

Manager. 

PLEASE DESCRIBE YOUR PRIMARY JOB RESPONSIBILITIES. 

I am responsible for all water resource activities in Arizona arid New Mexico including 

Arizona Department of Water Resources (“ADWR”) annual reports, water resource 

planning, water resource allocation, permitting, water acquisition, and attending and 

participating in regional water policy forums. I also oversee all EWUS water 

conservation activities in Arizona and New Mexico. 

PLEASE DESCRIBE YOUR PROFESSIONAL EXPERIENCE AND 

EDUCATION. 

Z am working towards my Masters of Business Administration at the Thunderbird School 

of Global Management. Previously I received a Bachelor of Science degree from 

Arizona State University in Environmental Resource Management with a concentration 

in Watershed Ecology. I joined EWUS (then Arizona-American) in 2007. Before 

joining EWUS, I was employed by the City of Phoenix in its Water Conservation office, 

where I worked on the City’s demand management plan. I also oversaw the 

implementation of the City’s retrofit and audit program, where we visited single-family 

homes, performed water audits, and replaced older inefficient plumbing fixtures with new 
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efficient ones. Before I joined the City of Phoenix, I was employed by ADWR as part of 

its Phoenix Active Management Area (“AMA”) section. At the time I left ADWR, I was 

responsible for the reguIation and permitting of all recharge activities in the Phoenix 

A M .  

HAVE YOU PREVIOUSLY TESTIFIED BEFORE THIS COMMISSION? 

Yes. 

PURPOSE OF TESTIMONY 

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS CASE? 

Please see the executive summary of my direct testimony. 

DEFERRED CAP EXPENSE RECOVERY 

WHAT IS CHAPARRAL CITY WATER COMPANY (“CCWC”) PROPOSING IN 

REGARDS TO ITS CAP ALLOCATION? 

CCWC is requesting inclusion in rates of the previously deferred CAP M&I Charges and 

the on-going payments that CCWC makes to the Central Arizona Water Conservation 

District (“CAWCD”) for its use of Central Arizona Project (“CAP”) water. Company 

witness Ms. Sheryl L. Hubbard is sponsoring Schedule C-2 Adjustment SLH-19- Adjust 

Depreciation and Amortization, which includes CCWC’s request to begin amortizing the 

CAP MBI charges that were deferred as a result of the Arizona Corporation 

Commission’s (“Commission”) Decision No. 71 308 issued October 2 I ,  2009. Company 

witness Ms. Sandra L. Murrey is sponsorkg Schedule C-2 Adjustment SM-IO- 

Annualize Purchased Water to reflect the inclusion of the ongoing purchased water 

expenses for CC WC’s purchased water expenses. 
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2* 

4. 

2. 
1. 

2. 
i. 

CCWC HAS NOT RECOVERED IN RATES ALL OF THE COSTS THAT IT 

PAYS TO CAWCD FOR CAP WATER PURCHASED TO PROVIDE TO ITS 

CUSTOMERS. PLEASE EXPLAIN. 

No, it has not. In my testimony, I will begin by providing information on CAWCD and 

CAP Water pricing. Then, I will explain how much CCWC pays, what portion is a 

recovered cost and the portion which is not recovered in rates. 

PLEASE PROCEED. 

CAWCD is a state entity with a 15 member publicly-elected board. It oversees the 

pumping and delivery of approximately 1.5 million acre feet (“Lnaf”) of CAP water each 

year, more than half of the state’s allocation of 2.8 maf. CACWD pumps CAP Water 

approximately 2,000 feet up in elevation gain along its 336 mile canal. It spans from a 

point on the Colorado River near Lake Havasu to just south of Tucson. 

HOW IS CAP WATER PRICED? 

CAP Water has many different pricing structures and can become quite complicated. For 

simplicity, I will describe the pricing that is relevant to utilities such as CCWC. These 

utilities, including CCWC, pay two components, one is called the Capital Charge and the 

other is the Water Delivery Rate for Municipal and Industrial subcontractors (“Water 

DeIivery Charge”). CACWD categorizes CCWC in the Municipal and Industrial 

subcontractors group. 

The Capital Charge is a per acre foot charge assessed on CCWC’s entire allocation, 

regardless if the water provider, CCWC in our case, is taking water or not. For CCWC, 

this charge is assessed on the entire 8,909 acre foot allocation each year. CCWC must 

pay the entire CapitaI Charge each year to retain the aIIocation. 
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The second component of CAP water pricing is the Water Delivery Charge, the charge 

paid for all water ordered each year. In this component, CCWC only pays for the water 

which it orders. The current rate schedule which was approved by the CAWCD Board on 

June 7,2012 is attached in Exhibit JL-1 . 

4. 

29 

9. 

4. 

WHlCH COST COMPONENT OF CAP WATER THAT CCWC PAYS HAS NOT 

BEEN ALLOWED FOR RECOVERY IN RATES? 

It is a portion of the Capital Charge that CCWC has not previously received cost recovery 

for. 

CAN YOU PROVIDE MORE DETAIL? 

Yes, CCWC originally had an allocation of 6,978 acre feet. In 2007, CCWC received an 

additional allocation of 1,93 1 acre feet, based on a recommendation by the Arizona 

Department of Water Resources (“ADWR’) and contracted for by CAWCD and the 

United States Department of the Interior, Bureau of Reclamation. Of the 1,93 1 acre foot 

additional allocation, only half of the related Capital Charge has been allowed to-date for 

recovery by CCWC. The other half has been deferred per Commission authorization as 

described by CCWC witness Ms. Sheryl L. Hubbard. 

ARE YOU STATING THAT CCWC PAYS A PER ACRE FOOT CAPITAL 

CHARGE ON THE ENTIRE 8309 ACW FOOT ALLOCATION, WHILE IT ]HAS 

BEEN ONLY ALLOWED TO RECOVER COSTS ASSOCIATED WITH 

APPROXIMATELY 7,945 ACRE FEET PER YER? 

Essentially, yes. Of the 1,93 1 acre foot additional allocation, the Commission has only 

included cost recovery on 965 acre feet in rates. The cost associated with the remaining 

965.5 acre feet, $78,205.50, has been deferred. CCWC is now seeking recovery of these 
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deferred costs. In her testimony, Ms. Sheryl L. Hubbard describes how CCWC proposes 

to recover these costs. 

YOU MENTIONED PREVIOUSLY THAT THESE COSTS ARE CHARGED BY 

ANOTHER STATE AGENCY AND HAD MENTIONED THlE UNITED STATES 

DEPARTMENT OF THE INTEFUOR, BUREAU OF FWCLAMATION AND 

ADWR. CAN YOU PLEASE EXPLAM HOW THESE AGENCIES ARE 

RELATED? 

Yes, ADWR, the state agency responsible for overseeing the state's water laws makes 

certain decisions regarding water allocations from time to time. In the case of the 1,93 1 

acre foot additional allocation, in 1999, ADWR recommended to the Secretary of the 

Interior that CCWC receive this additional allocation, Then, the United States 

Department of the Interior, Bureau of Reclamation and CAWCD entered into a contract 

with CCWC for the water. Under this contract, CCWC pays the Capital Charge for the 

full allocation of 8,909 acre feet, each year. 

IT SEEMS LIKE THERE WAS A LOT OF GOVERNMENT EFFORT THAT 

WENT INTO THE ADDITIONAL ALLOCATION. CAN YOU DESCRIBE THE 

PROCESS A BIT FURTHER? 

Yes, in 1994, ADWR began the process to make a recommendation on reallocating 

unused Municipal and Industrial CAP water. In 1999, this process resulted in a 

recommendation from ADWR to the Secretary of the Interior for specific allocations to 

specific entities; ADWR recommended that 65,647 acre feet of CAP water be allocated to 

20 different entities. In 2004, these allocations became a part of the Arizona Water 

Settlement Act, a federal law regarding, among other things, the reallocation. In 2006, 

per the Arizona Water Settlement Act, the Department of the Interior published notice in 

the Federal Register regarding the allocations. Finally, in 2007, the CAP subcontract was 
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2. 

4. 

€ 0  

1. 

2. 

I* 

2. 

I. 

completed between CCWC the United States Repartment of the Interior, Bureau of 

Reclamation and CAWCD. 

OF THE 20 ENTITIES MENTIONED, HOW MANY OF THEM ACCEPTED 

AND PAID FOR THEIR ADDITIONAL ALLOCATION? 

Of the 20 entities, 18 have accepted and paid €or their respective additional allocations. 

The Town of Superior did not accept its allocation and it instead went to Arizona Water 

Company. Also, Valley Utilities Water Company has since let its allocation go. 

COULD CCWC RECEIVE THE ALLOCATION AT A LATER DATE? 

No, CCWC had to act on the allocation when it did. This was a one-time opportunity to 

receive this water allocation. Additionally, you can see, it took substantial lead time to 

receive this allocation. 

WILL THElRE BE ANOTHER OPORTUNITY TO IRIECEIVE A SIMILAR 

WATER SUPPLY? 

No, the Municipal and Industrial pool of CAP water is fully allocated. 

WAS IT GOOD WATER MANAGEMENT, WHEN IN 2007, CCWC 

CONTRACTED FOR THE ADDITIONAL WATER? 

Yes. At the time, it was expected that the water demands of CCWC were going to grow 

and that CCWC would need more water. Current details also point to the fact that 

contracting for the 1,93 1 acre feet was a good water management decision. With all CAP 

Municipal and Industrial supplies presently completely contracted for, there are no more 

opportunities to obtain additional supply. In recognition of these facts, in Decision No. 

71308, the Commission determined that CCWC acted prudently in purchasing the 

additional CAP allocation and that the CAP allocation would benefit all of the 

Company's customers. 

http://3hapa.mil
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CAN CCWC MAKE PAYMENTS TO CAWCD FOR ONLY PART OF THE 1,931 

ACFtE FEET ADDITIONAL ALLOCATION? 

No, in fact all of the water, the 6,978 acre feet and the 1,931 acre feet are all under one 

contract. CCWC must pay the Capital Charge for all 8,909 acre feet each year in order to 

not be in breach of its contract. 

IN DECISION NO. 71308, DIDN’T THE COMMISSION DETERMINE THAT 

FXFTY PERCENT OF THE M&I COSTS SHOULD BE DERERRED BECAUSE 

NOT ALL OF THE CAP ALLOCATION WAS USED AND USEFUL? 

Yes, the Commission did make that determination. CCWC, under prior ownership, also 

agreed to that deferral as part of the prior rate case. 

WHY SHOULD THE COMMISSION NOW ALLOW FOR RIECOVERY OF 

THESE HISTOFUCAL AND ONGOING EXPENSES? 

As outlined above, there are good reasons the Commission shouid allow for full recovery 

of these historic costs, First, it is the policy of the State of Arizona to use renewable 

water supplies such as CAP water. It is a renewable resource; it is obvious that this water 

is clearly intended for CCWC’s use as recommended by ADWR. Second, CCWC is 

paying for all of the allocation each year, so that CCWC can retain and use this 

allocation; it cannot just take or pay for part of it. Lastly, allowing for complete recovery 

of CAP water expense sends a clear signal to other Commission-regulated water utilities 

that good water management is important to the Commission. 

IF CCWC USES MORE GROUNDWATER, WILL IT STILL USE THE CAP 

WATER? 
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Yes. Mr. Ian C. Crooks and Mr. Jeffrey W. Stuck explain in detail the sound reasons for 

the use of groundwater by CCWC. Although CCWC plans on using some groundwater; 

j t  Will still require CAP Water. 

WHY WILL THE USE OF GROUDWATER NOT REDUCE THE AMOUNT OF 

CAP WATER? 

CCWC must use renewable resources, replenish the aquifer for the use of any 

groundwater, or pay the Central Arizona Groundwater Replenishment District 

(“Replenishment District”) to do so. Put another way, CCWC must put back into the 

aquifer whatever it takes out in any given year. 

WHY RECHARGE CAP WATER, WHEN YOU CAN SIMPLY PAY THE 

REPLENISHMENT DISTRICT? 

On a per acre foot basis, paying the Replenishment District to replenish pumped 

groundwater is much more expensive than CCWC using its own CAP water to replenish 

the aquifer or use it in a storage and recovery plan, Table 1 shows the per acre foot 

pricing for CAP water and replenishment as published by CAWCD and the 

Replenishment District, respectively, and the difference between the two. 

Table 1 CAP Water Storwe and Rmlenishment Costs Per Acre Foot’ 

Year 2013 2014 2015 2016 2017 2038 
CAP Water Capital Charge 15 16 17 18 18 18 
CAP Water Delivery Charge 129 138 149 155 159 160 

CAP Total 152 162 175 182 187 188 
Replenishment District Charge 437 492 559 628 628 633 

CAP Water Storage Fee‘ 8 8 9 9 10 10 

Difference3 285 330 384 446 441 445 

Based on the 2013 - 201 8 rate schedule which was approved by the CAWCD board on June 7,2012. ’ The CAP Water Storage Fee is the cost associated with storing CAP water at a CAWCD-owned recharge facility. 
X W C  can also store water at the Maricopa Water District Groundwater Savings Facility (“MWD GSF”) at a rate of 
6 (16) per acre foot. 
If water i s  stored at MWD GSF the difference would increase by $24 per acre foot. 
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As can be seen from the above table there is a large price difference. The use of 

CCWC’s CAP water when pumping groundwater is a responsible cost savings measure. 

ARE THE REX‘HARGE COSTS CAPTURED IN THE TEST YJEAR? 

Some recharge costs have been captured in the test year, however not all of them. Today, 

we have a better understanding of the fbture costs. CCWC is planning on pumping 

groundwater in the amount of 91 7 acre feet a year, which will be equal to the annual 

amount stored. It appears that we will be able to store at the MWD GSF at a rate of $ 

(1 6)  per acre foot. As set forth in the testimony of Sandra L. Murrey, CCWC is 

proposing an adjustment (ADJ SM-10) that includes a reduction to the test year 

purchased water expense of $14,672 to reflect this water storage. 

SUSTAXNABLE WATER SURCHARGE 

IS CCWC PROPOSING A MECHANISM TO RECOVER FUTURE INCREASES 

IN EXPENSES ASSOCIATED WITH CAP WATER? 

Yes. CCWC is proposing a Sustainable Water Surcharge (“SWS”). 

IS THIS SURCHARGE SIMILAR TO OTHER CAP SURCHARGES WHICH 

THJ3 COMMISSION HAS HISTORICALLY APPROVED? 

Yes. With the SWS, CCWC is looking to recover future expense increases related to 

CAP water. This would include water purchased from CAP and charges related to water 

storage with the Replenishment District and/or credits for water storage with MWD GSF. 

’ 
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WHY PROPOSE A SURCHARGE WHEN CCWC’S REQUEST HEREIN 

INCLURES ALL ADJUSTED TEST YEAR CAP WATER EXPENSES? 

Each year CAWCD raises the price for CAP water and those increases are significant, 

known and measurable. 

PLEASE EXPLAIN WHAT YOU MEAN BY ANNUAL CAP WATER PRICE 

INCREASES. 

Each year, CAWCD raises it rates for CAP water to cover its expenses. This annual 

increase is quite large. Tables 2 and 3 display the historical and most recent projected 

cost increases, respectively, as published by CAWCD with year over year percentage 

increases. 

Table 2 Historical CAP Prices in Dollars Per Acre Foot 
~- - 

Year 2009 2010 2011 2012 2013 
Capital Charge 18 15 15 15 15 
Water Delivery Charge 108 118 122 122 129 
Total 126 133 137 137 144 
Percent Change 6% 3% 0% 5% 

Table 3 Projected CAP Prices in Dollars Per Acre Foot 

Year 2014 2015 2016 2017 2018 

Capital Charge 16 17 18 18 18 
Water Delivery Charge 138 149 155 159 160 
Total 154 166 173 177 178 
Percent Change 7% 8% 4% 2% 1% 

W E N  THE SUSTAINABLE WATER SURCHARGE IS-IMPLETWZNTED, HOW 

WILL RATEPAYERS BE PROTECTXD? 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

:hapmal City Water Company 
Iirect Testimony of Jake Lenderking 

’age 11 of 16 
h k e t  NO. W - 0 2 1 1 3 A - 1 3 - m  

CCWC will maintain complete records of invoices fox purchased water expense and can 

submit that information for the Commission’s review. Also, the Commission will 

monitor and review the annual filings which CCWC provides to adjust the SWS each 

year. If the Commission choses to do so, it can suspend changes and process the matter 

as preferred if the costs appear unreasonable or questionable. And lastly, the Sustainable 

Water Surcharge mechanism will always be subject to continued authorization in 

CCWC’s future general rate cases. 

PLEASE EXPLAIN HOW “HE SWS WOULD PROCEED. 

To request a surcharge for increaseddecreases in purchased water costs, CCWC would 

prepare a tariff filing that would include a calculation of the annual purchase water costs 

and the projected annual purchased water costs for the following year. The tariff filing 

would also contain the prior year’s water deliveries and appropriately calculate the per 

thousand gallons rate that should be assigned based on the actual historical costs. The 

surcharge would also include the prior year’s balance, positive or negative. CCWC 

proposes that the first SWS tariff filing would be based on the adjusted 2012 test year 

purchased water expense and water deliveries of 1,784,344 gallons in the 2012 test year. 

The SWS would not be assessed a per thousand gallon rate until approximately one year 

after new rates are implemented after a decision in this case. In subsequent years, a tariff 

filing would be due to the Commission approximately on the anniversary of the SWS’ 

implementation. 

IN TOTAL, HOW MUCH HAS CCWC NOT RECOVERED DUE TO 

INCREASED CAP EXPENSE SINCE 2010? 

CCWC was only allowed to recover $81 1,350 in purchased water expense in the previous 

rate decision while expenses have risen significantly each year. Table 4 below displays 
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CCWC’s 201 0,201 1 ,  and 2012 purchased water expense along with the allowed recovery 

and the difference. 

Table 4 Historical Purchased Water Expense and Associated Losses 

Year 2010 2011 2012 

Allowed 811,350.00 811,350.00 811,350.00 
Paid Out 897,006.50 949,660.50 989,361.50 
Difference (85,656.50) (138,310.50) (1 78,011 SO) 

As can be seen from the above table, CCWC under recovered $401,978.50 over these 

three years alone, representing a 22% increase over allowed expense in 201 2. Without 

the SWS, CCWC will not have a reasonable opportunity to earn its authorized return. 

HOW DOES THIS EXPENSE INClZEASE COMPARE WITH OTIIER EXPENSE 

INCREASES THAT CCWC EXPERIENCES? 

CAP water is a large component of operations and maintenance (“O&M) expense. In 

the last rate case, the allowed $8 1 1,350 purchased water expense represented 18.5 % of 

the allowed O&M expense of $4,395,652. In this case, the test year CAP expense is 

$1,065,953, which represents 19.8% of the test year O&M expense of $5,395,520. CAP 

water has increased 3 1.4% while O&M expenses have only increased by 22.7%. 

WHY DO YOU INCLUDE CHARGES RELATED TO WATER STORAGE 

AND/OR THE REPLENISHMENT DISTRICT IN THE SWS? 

Water storage, water replenishment and CAP water are all inter-related and are managed 

together. For example, CCWC has begun using the CAP allocation to completely offset 

and reduce the Replenishment district charges to zero. 
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HOW DOES THIS SUSTAINABLE WATER SURCHARGE BENEFIT THE 

CUSTOMERS? 

Use of a Sustainable Water Surcharge allows for the exact recovery of this known and 

essential expense and when faced with CAP water price increases, it will allow for a 

healthier utility. Since the surcharge matches the expense, ratepayers will also more 

quickly realize any decreases in the CAP water price that may occur. Also, should 

CCWC purchase less water due to less water consumption, the ratepayers will benefit. 

The Sustainable Water Surcharge will also allow for the proper water policy to continue 

to be implemented. 

WHAT WILL HAPPEN IF THE COMMISSION DOES NOT APPROVE THIS 

SURCHARGE? 

CCWC will continue to under recover on the purchase of CAP water, and it will have to 

come to the Commission for rate increases more often. Table 5 shows the potential 

losses on purchased water expense that CCWC will face. 

Table 5 Proiected Future Losses Associated With CAP Water 

Year 2014 2015 2016 2017 2018 
Test Year Expense 1,065,953 1,065,953 1,065,953 1,065,953 1,065,953 
Projected Actual Expense4 1,065,953 1,165,550 1,215,625 1,243,069 1,249,930 
Unrecovered Amount 0 (99,597) (149,672) (177,116) (183,977) 

IS IT POSSIBLE THAT CAP WATER COSTS WILL INCREASE BY MORE 

THAN PROJECTED? 

' Projected Actual Expense is calculated using 6,861 acre feet (revised 2013 water order submitted to CAWCD on 
34/03/2013 to reduce the water order by 4.3% for meter mis-calibration as discussed in Mr. Jeffrey W. Stuck's 
iestimony) each year and the Capital Charge and Water Delivery Charge for each year obtained fkom the 2013 - 
2018 rate schedule which was approved by the CAWCD board on June 7,2012. 
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Yes. It is quite possible. 

WHY WOULD THAT OCCUR? 

CAWCD has been faced with rapidly increasing costs and shortfalls in revenue and has 

begun to deplete its reserves. In the month of March 2013, CAWCD held a special Board 

meeting to go over in great detail their cost increases, revenue shortfalls, and options to 

remedy the situation. Raising the 2014 rate above the already published rate is one clear 

and likely option for the Board to use to address the issue, However, it will not 

completely remedy the problem as the issue is quite large, Another option which 

CAWCD Board members and staff have discussed is reconciliation, a practice whereby 

CAWCD reconciles its costs at the end of the year and adjusts its per acre foot price for 

the water which was already purchased. 

ARX THEW OTHER ISSUES CAWCD FACES WHICH MAY CAUSE RAPID 

COST INCREASES? 

Yes. CAWCD obtains virtually all of its electricity from the Navajo Generating Station 

(“NCS”) located in Northern Arizona. As the Commission is likely aware, NGS is faced 

with an EPA rulemaking that would cause its owners to have to make substantial changes 

or retrofits. In fact, these changes are so substantial that the NGS owners have discussed 

the possible closure of the plant rather than making the costly changes. If NGS is closed, 

CAWCD will have to purchase more expensive electricity. If the changes are made at 

NGS, the increased costs will roll into a higher electricity price. Needless to say, if either 

occurs, the closure or the retrofit at NGS, it will cause significant cost increases to 

CAWCD which will in turn raise CAP water rates. CCWC is reliant on this source of 

water and would have no option but to continue to purchase water at the higher price. 
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CAN THESE ISSUES WHICH FACE CAWCD CAUSE ADDITIONAL EXPENSE 

AND HARM TO CCWC SHOULD THEY OCCUR? 

Yes. These types of issues are exactly why the SWS should be approved, to allow 

CCWC full recovery of such a vital expense, for renewable water, each year, after the 

expense has occurred. 

thus subject to a surcharge), purchased water is critical to the water industry. 

Just as purchased power is critical to the electric industry (and 

YOU STATED THAT CCWC WILL HAVE TO COME IN FOR U T E  CASES 

MORE OFTEN. CAN YOU ELABORATE? 

Yes, with CAP water prices rising, CCWC will under recover more and more with each 

increase, such that if the SWS i s  not approved, CCWC will likely apply to the 

Commission for rate increases more often, causing additional rate case expense. 

WATER CONSERVATION 

ARE YOU PROPOSING ANYTHING IN REGARDS TO WATER 

CONSERVATION? 

Yes. CCWC is a responsible water utility and has a water conservation program. 

PLEASE DESCRIBE THE PROGRAM AND ITS COSTS. 

CCWC has begun implementing conservation activities similar to the conservation 

activities that EWUS implements in its other Arizona districts. The activities include 

making the residential home water audit kit and the residential home retrofit kit available, 

It will include a youth education component. Bill inserts and bill text messages will also 

be implemented, educating customers about water conservation. Conservation Staff Will 

also be available to teach about water conservation and visit homes and HOAs to give 

presentations on water conservation. Annual costs have been estimated at $7,079 per 

year. No costs were accumulated in the test year as the conservation activities began post 
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test year. Ms. Sheryl L. Hubbard has included a pro forma adjustment to expenses 

reflecting the additional expense of $7,079, which is $0.521 8 per customer times the test 

year customer count of 13,567. Her adjustment is to Schedule C-2 and is Adjustment 

SLH-4 - Conservation Expense. 

ARE YOU FAMILIAR WITH THE CONSERVATION BMP PROGRAM THAT 

THE COMMISSION HAS IMPLEMENTED OVER THE LAST SEVERAL 

YEARS, AND IF SO DO YOU HAVE ANY OBJECTION TO THE COMMISSION 

IUEGULATING CCWC UNDER IT? 

Yes. I am familiar with the Commission’s water conservation BMP tariffs; they are 

based on the ADWR program. CCWC believes that because water conservation is 

already regulated by ADWR, additional requirements from the Commission are not 

necessary, and lead to additional administration and papexwork associated with the water 

conservation program. 

DOES THIS CONCLUDE YOUR DIWCT TESTIMONY? 

Yes. 





CENTRAL ARIZONA PROJECT 
FINAL 2013 - 2018 RATE SCHEDULE 

Approved 
June 7,2012 

Municipal and Industrial 
Long Term Subcontract (B+C) ‘ 
Non-Subcontract (A+B+C) 
Recharge (A+B+C) 
AWBA Interstate Recharge (A+B+C+D) 

Federal (B+C) 

Aaricultural 
Settlement POOI (c) 

Aaricultural Incentives 
Meet Settlement Pool Goals 
Meet AWBNCAGRD GSF Goals 
Meet Recovely Goals 

Provi- 
Firm sional Advisory 

2 0 1 2 2 0 1 3 2 0 1 4 ~ ~ ~ ~  

$ 122 $ 129 $ 138 $ 149 $ 155 $ 159 $ 160 
137 144 154 166 173 177 178 
137 144 154 166 173 177 178 
165 168 177 190 198 204 208 

$ 122 $ 129 $ 138 $ 149 $ 155 $ 159 $ 160 

$ 49 $ 53 $ 59 $ 66 $ 68 $ 70 $ 68 

Capital CharQes 
(A) Municipal and Industrial - Long Term Subcontract5 $ 15 $ 15 $ 16 $ 17 $ 18 $ 18 $ 18 

Deliverv Charaes 
(B) Fixed OM&R $ 73 $ 76 s 79 $ a3 $ 87 $ 89 $ 92 
(C) Pumping Energy Rate 1 49 53 59 66 68 70 68 
(0) Property Tax Equjvalency * 2% 24 23 24 25 27 30 

Qualifications for Various Classes of Water Service 

Lona-Term Municipal and Industrial Subcontract M&l subcontractors. 
Non-Subcontract: M&l users who are not subcontractors and the CAGRD. 
Recharcle (AWBNCAGRD and M&l Underground Water Storage): The Arizona Water Banking Authority and M&l subcontractors 
and other Arizona entities who have valid Arizona Department of Water Resources permits and accrue long-term rechargektorage 
credits from this activity. 

Underaround Water Storage O&M 
Phoenix AMA 
Tucson AMA 

$ 8 %  8 $  8 $  9 $  9 $  I O $  10 
15 15 15 15 15 15 15 

Underaround Water Storaqe CaDital Charse’’ 
Phoenix AMA $ 15 5 15 $ 15 $ 15 $ 15 $ 15 $ 15 
Tucson AMA 9 9 9 9 9 9 9 
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CENTRAL ARIZONA PROJECT 
FINAL 2013 - 201 8 RATE SCHEDULE 

Approved 
June 7,2012 

Provi- 
Firm sional Advisory 

__I-- 2011/12 2012113 2013114 2014t15 2015116 201~ji17 2 0 1 ~ 8  

Phoenix Active Manaaement Area 
Water 8, Replenishment Component $ 140 6 137 s 148 $ 161 $ 168 $ 171 s 177 
Administrative Component l2 42 44 45 45 45 41 37 

Total Assessment Rate ($/AF) $ 403 s 437 $ 492 $ 559 $ 628 rb 628 $ 633 

Infrastructure &Water Rights Component l3 170 204 245 294 353 353 353 
Replenishment Reserve Charge l4 51 52 54 59 62 63 66 

Pinal Active Manaaement Area 
Water & Replenishment Component " 
Administrative Component l2 
Infrastructure & Water Rights Component l3 

Replenishment Reserve Charge l4 

Total Assessment Rate ($/AF) 

Tucson Active Manaaement Area 
Water & Replenishment Component '' 
Administrative Component l2 

Infrastructure 8, Water Rights Component l3 

Replenishment Reserve Charge l4 
Total Assessment Rate WAF) 

Contract Replenishment Tax - Scottsdale Is 

Cost of Water 
Cost of Transportation 
Cost of Replenishment 
Administrative Component l2 
Total Tax Rate (WAF) 

$ 155 $ 161 $ 171 $ 183 $ 190 $ 194 $ 197 
42 44 45 45 45 41 37 

170 204 245 294 353 353 353 
60 65 69 74 78 ao a4 

$ 427 $ 474 $ 530 $ 596 $ 666 $ 668 $ 671 

$ 137 $ 137 $ 144 $ 154 $ 166 $ 173 $ 177 
0 0 0 0 0 0 0 
0 0 0 0 0 0 0 

42 44 45 45 45 41 37 
$ 179 $ 181 $ 189 $ 199 $ 211 $ 214 $ 214 

Enrollment Fee l6 

Activation Fee l6 

$ 138 $ 165 $ 198 $ 237 $ 284 n.8. ma. 
$ 136 $ 163 s 196 s 235 5 282 $ 202 $ 282 

I 
Member Land Annual Membenhb Dues I $ I L O ~ ) ' ~  

Phoenix Active Management Area $ 6.88 s 9.87 $13.19 $17.91 TBD TBD TSD 
Pinat Active Management Area $ 0.90 $ 1.29 S 1.74 $ 2.41 TBD TBD TBD 
Tucson Active Management Area $i 4.34 $ 6.24 $ 8.38 $11.53 TBD TBD TBD 

Member Service Area Annual Membership Dues ($IAF117 $10.35 $14.88 S20.08 $27.91 TBD TBD TBD 
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CENTRAL ARIZONA PROJECT 
FINAL 2013 - 2018 RATE SCHEDULE 

Approved 
June 7,2012 

N O T E S :  
1 1 Does not include the Capital Charge. 

2 This rate applies to all recharge customers. Rules regarding the eligibility for and use of this class are shown on page 1. 
3 The rate is obtained by adding the Fixed OM&R component, the Pumping Energy Rate 1 component, the M&l Capital 

Charge and an equivalency lax component. 
4 Rate is the Pumping Energy Rate 1 component. Incentives may be earned for meeting delivery goals in three areas. Any 

incentives earned are applied to Settlement Pool deliveries. 
5 For M&l subcontract water, the Capital Charge is paid on full allocation regardless of amount delivered and not included in 

delivery rates. 
6 Fixed O&M costs divided by projected total water volumes plus components to fund capital replacements and a rate 

stabilization reserve. This amount is collected on all ordered water whether delivered or not. 
7 Applies to all water deliveries. The calculation is pumping energy costs divided by projected volumes. This amount is 

collected only for water actually delivered as opposed to scheduled. 
8 The rate is based upon the tax levy for !he previous elapsed tax year divided by the average water deliveries (excluding 

Federal deliveries and water storage credits) For the three previous completed delivery years (e.g., for 2022, the tax 
equivalency is the levy for the 2010-2011 tax year divided by the average water deliveries for 2008, 2009 and 2010). The 
Provisional and Advisory Rates are estimates. Note the 2012 rate has been revised. 

9 Underground Water Storage O&M is paid by all direct recharge customers using CAP recharge sites. 
10 Underground Water Storage Capital Charge is paid by all direct recharge customers except AWBA for M&l firming, the 

CAGRD, municipal providers within the CAP service area and co-owners of CAWCD recharge facilities using no more than 
their share of capacity. 

11 The Water & Replenishment Component is designed to cover the projected annual costs of satisfying replenishment 
obligations, including the purchase of long-term storage credits (LTSC) and the purchase and replenishment of water and 
effluent. The total volume of water to be purchased and replenished includes a sufficient volume to offset losses incurred 
during the replenishment process (generally 1 YO to 2.5%). For the Phoenix Active Management Area (AMA), replenishment 
is planned to be accomplished at direct underground storage facilities (USFs) and groundwater savings facilities (GSFs). For 
the Pinal AMA, replenishment is planned to be accomplished at GSFs. For the Tucson AMA, replenishment is planned to be 
accomplished at USFs. 

12 The Administrative Component is designed to cover all CAGRD administrative costs, except labor related costs associated 
with the acquisition of water rights and infrastructure. A $2AF has been added to this component to help fund ihe CAGRD 
conservation program, 

13 The Infrastructure & Water Rights Component is designed to generate funds to purchase long-term rights to water, and 
construct additional infrastructure facilities as the need arises. 

14 The Replenishment Reserve Charge is designed to cover costs associated with establishing a replenishment reserve of 
LTSCs as required by statutes. Water will be stored at a combination of USFs and GSFs in the Phoenix AMA, and at USFs 
the Tucson AMA. In the Pinal AMA, LTSCs will be purchased from CAP in accordance with Board policy adopted on 
October 6, 2005. This charge will be levied as provided in ARS Sections 48-3774.01 and 48-3780.01. 

15 The components of the Contract Replenishment Tax - Scottsdale reflect the provisions in the Water Availability Status 
Contract to Replenish Groundwater between CAWCD and Scottsdale. The rates reflect the assumption that Non- 
Subcontract CAP water will be available to meet the associated contract replenishment obligations. 

16 The Enrolfment Fee and Activation Fee reflect the fees established pursuant to the CAGRD Enrollment Fee and Activation 
Fee Policy adopted by the Board on May 1, 2008. A $2 per housing unit is included in the Enrollment Fee to help fund 
CAGRDs consewation program. 

17 The Annual Membership Dues for Member Lands and Member Service Areas reflect the fees established pursuant to ARS 
Sections 48-3772.A.8. and 48-3779 as well as the Policy on Collection of CAGRD Annual Membership Dues adopted by the 
Board on April 7, 201 1. 
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EXECUTIVE SUMMARY 

Jake Lenderking testifies that: 
Chaparral City Water Company (“CCWC”) should be allowed to recover costs associated with 
the deferred Central Arizona Project (“CAP”) charges. 

CCWC agrees with ACC Staff‘s position and its adjustment to purchased water expense, while 
disagreeing with RUCO’s position. 

Mr. Lenderking included a Plan of Administration which shows details of the calculations for the 
proposed Sustainable Water Surcharge (“S WS”) for cost recovery of CAP expenses, 

CCWC has filed Best Management Practices (“BMPs”) relating to water conservation and 
attaches the BMPs. 
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NTRODUCTION AND OUALIFICATIONS 

PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND TELEPHONE 

NUMBER. 

My name is Jake Lenderking. My business address is 2355 W Pinnacle Peak Rd., Suite 

300, Phoenix, Arizona 85027, and my business phone is (623) 445 - 2410. 

ARE YOU THE SAME JAKE LENDERKING WHO PROVIDED DIRECT 

TESTIMONY IN THIS CASE? 

Yes. 

PURPOSE OF TESTIMONY 

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS CASE? 

The purpose of my testimony is to respond to RUCO’s recommendation to remove the 

amortization of deferred Central Arizona Project (“CAP”) charges from cost recovery, its 

adjustment to purchased water expense, its recommendations regarding the Sustainable 

Water Surcharge (“SWS”), and its recommendations for CCWC to file Best Management 

Practices (“BMPs”) relating to water conservation. 

DEFERRAL OF CAP CAPITAL CHARGES 

HAVE YOU REVIEWED RUCO’S TESTIMONY REGARDING THE 

TREATMENT OF THE DEFERRED CAPITAL CHARGES? 

Yes. 

DO YOU AGREE WITH RUCO’S RECOMMENDATION REGARDING 

DEFERRED CAPITAL CHARGES? 

No. RUCO questions the amount of the additional allocation that is needed and used and 

recommends the removal of the capital charges from rate base. The Company firmly 

believes that the allocation is needed to continue to meet the needs of its customers now 
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and in the future; it is not prudent for a water utility to have only enough water supply to 

meet the needs of its customers in any single year; customer demand goes up and down. 

In fact, variability in customer demand swings as much as 22.5% in just two years. It is 

also not prudent for the utility to pay for an allocation and not be allowed to recover the 

associated costs. The prior owner came to the same conclusion. In fact, the prior owner 

applied for and was awarded the additional allocation by the Arizona Department of 

Water Resources. The Company therefore seeks to include the full unamortized balance 

of deferred capital costs to be included in rate base. Company witness Ms. Sheryl L. 

Hubbard discusses this further in her rebuttal testimony. 

PURCHASED WATER EXPENSE ADJUSTMENT 

HAVE YOU REVIEWED RUCO’S AND THE ACC STAFF’S ADJUSTMENTS 

TO PURCHASED WATER EXPENSE? 

Yes. 

ARE YOU IN AGREEMENT WITH THE ACC STAFF’S ADJUSTMENT? 

Yes. The ACC Staff applied the 2014 CAP water rates which the Company is currently 

paying for CCWC’s allocation and proposed an adjustment to reflect that level of 

expense to the purchased water expense. 

DOES CCWC AGREE WITH RUCO’S ADJUSTMENT FOR PURCHASED 

WATER EXPENSE? 

No. RUCO attempts to use the June 6,20 13 rate schedule in its calculations to average 

CAP prices; however it appears that RUCO erroneously used an older published CAP 

rate schedule while citing it to be the June 6,2013 schedule. The correct June 6,2013 

rate schedule is attached in Exhibit JCL- 1. Using the CAP prices that the Company is 

actually paying is appropriate. The Company agrees with Staffs adjustment. Company 
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witness Ms. Sandra L. Murrey is sponsoring ADJ #SM-1R in the Company’s rebuttal 

filing, which is a comparable adjustment to the ACC Staff’s purchased water expense 

adjustment. 

SUSTAINABLE WATER SURCHARGE MECHANISM 

HAVE YOU REWEWED THE ACC STAFF’S AND RUCO’S TESTIMONY 

REGARDING CCWC’S REQUEST FOR THE SUSTAINABLE WATER 

SURCHARGE (“SWS”) MECHANISM? 

Yes. 

DO YOU AGREE WITH THEIR POSITIONS? 

I agree with the ACC Staffs position and disagree with RUCO’s position. 

PLEASE EXPLAIN. 

RUCO recommends the denial of the SWS mechanism and instead recommends using an 

erroneously created average CAP water price to arrive at its recommended purchased 

water expense. The Company disagrees with RUCO. The ACC Staff and the Company 

are in agreement that the adjusted test year purchased water expense should be expensed. 

The SWS Mechanism will be used to pass through increases or decreases in costs above 

or below the adjusted purchased water expense which is reflective of purchased CAP 

water. 

HAS RUCO MADE ANY OTHER STATEMENTS REGARDING THE 

PROPOSED SWS MECHANISM? 

Yes. If approved, RUCO recommends that the SWS mechanism follow a similar 

approach as used in the settlement with Vail Water Company. 
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2* 

4. 

3. 

4. 

Q* 
9. 

Q- 

4. 

DOES COMMISSION STAFF HAVE A RECOMMENDATION REGARDING 

THE SWS MECHANISM? 

Yes, Staff recommends that the Company file a Plan of Administration. 

HAS THE COMPANY PREPARED A PLAN OF ADMINISTRATION FOR ITS 

PROPOSED SURCHARGE MECHANISM? 

Yes. The Company has prepared a proposed Plan of Administration (“Plan”) for the 

SWS mechanism. It is attached in Exhibit JCL-2. 

PLEASE BRIEFLY EXPLAIN THE SWS MECHANISM PLAN. 

Certainly. The Plan outlines the calculations used in implementing the SWS Mechanism. 

Its uses the Vail Water Company’s Plan of Administration as a template, however 

changes have been made due to the differing circumstances between the two utilities. 

PLEASE EXPLAIN WHY CHANGES WERE MADE AND PROVIDE A BRIEF 

DESCRIPTION OF THEM. 

The Company has been using CAP water for some time, both for direct treatment and 

delivery and underground storage, where it appears that the Vail Water Company was not 

using CAP water at the time of its application. 

The Company’s parent, EPCOR Water USA (“EPCOR”), has several other water districts 

which use CAP water that already have pass-through mechanisms for CAP-related 

expense. EPCOR staff, who will be administering the SWS Mechanism, has direct 

experience in implementing CAP expense recovery mechanisms and has gained 

knowledge and skill over the years. The Company’s Plan reflects that knowledge. 

Further, the Company mimicked the Sun City and Sun City West Groundwater Saving 

Fee mechanisms for ease of preparing the calculations for submittal and ease of review 
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and subsequent approval by Staff. Lastly, the Company’s proposed mechanism provides 

greater detail than the Vail Water Company Plan of Administration. 

2. 

4. 

DOES RUCO MAKE ANY OTHER REQUESTS REGARDING THE APPROVAL 

OF THE SWS SURCHARGE? PLEASE PROVIDE THE COMPANY’S 

RESPONSE TO THE REQUESTS. 

RUCO requests that the adjustment to purchased water expense “be removed, as all 

expense will flow through the adjustor mechanism.” The Company disagrees. As 

described earlier in my testimony the SWS Mechanism will only account for changes in 

CAP associated costs above or below the adjusted test year expense. 

RUCO requests that a component in the calculation be included for customer growth. 

The Company disagrees. We are requesting a simple adjustor mechanism that allows for 

the change in costs to be accounted for. We are worried that adding additional 

complexity to the mechanism will make it difficult to file and difficult to review by Staff. 

Today, we have several well-functioning adjustor mechanisms for CAP water; the SWS 

Mechanism is modeled after two of them. In those mechanisms, actual usage and 

customer levels are used to determine the surcharge/surcredit rates which are then applied 

to the customer/sales in the upcoming year. Reconciliations of recoverable costs to actual 

revenue collections are performed that account for changes in customer levels and sales 

volumes. 

RUCO also requests that consideration is given to a further reduction to the Company’s 

return on equity (“ROE”) if a S WS Mechanism is approved. The Company disagrees 

with RUCO’ s recommendation. CCWC has experienced increasing purchased water 

expenses that have not been included in its rates to customers since the last rate case and 
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should not now be penalized for proposing a mechanism that allows for complete 

recovery of this vital expense. 

Lastly, RUCO asks that a rate case expense recovery surcharge be established. I am not 

sure why this RUCO proposal is linked to CAP water expense. The Company opposes 

this proposal as unnecessary. 

a. 

4. 

V 

Q. 

4. 

Q. 
4. 

0. 
4. 

ARE THERE ANY OTHER REASONS WHY THE SWS MECHANISM SHOULD 

BE ADOPTED? 

Yes. The SWS Mechanism will reflect actual CAP-related expenses after they have 

occurred; the expenses are not projected. When CAP prices remain flat or go down the 

surcharge reflects that activity, benefiting the customers. Further, the S WS Mechanism 

provides a true and accurate price signal to customers and reduces potential rate shock to 

recover large price increases in the future. 

WATER CONSERVATION 

HAVE YOU REVIEWED RUCO’S TESTIMONY REGARDING 

CONSERVATION EXPENSE? 

Yes. 

WHAT DOES RUCO RECOMMEND? 

RUCO recommends the removal of the adjustment because Best Management Practices 

(“BMPs) were not filed. 

HAS CCWC FILED BMPS WITH THE COMMISSION? 

Yes. The Company filed 10 water conservation BMPs on August 22,2013. The filing, 

including the BMPs, is attached in Exhibit JCL-3. 
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WHAT IS THE ACC STAFF’S POSITION REGARDING CONSERVATION 

EXPENSE AND THE BMPS. 

The ACC Staffhas not proposed an adjustment to remove the Company’s request for the 

water conservation expenses and the ACC Staff recommends approval of the BMPs. 

DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY? 

Yes. 
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CAWCD June 6,2013 approved 
rate schedule 



Approved 
June 6, 2013 CENTRAL ARIZONA PROJECT 

FINAL 2014 - 2015 RATE SCHEDULE 

Firm Advisory 
2012 2013 - 2014 - 2015 

Municbal and Industrial 
Long Term Subcontract (B+C) ' 
Non-Subcontract (A+B+C) 
Recharge (A+B+C) 
AWBA Interstate Recharge (A+B+C+D) 

$ 122 $ 129 $ 146 $ 157 
137 144 166 178 
137 144 166 178 
165 168 189 202 

Federal (B+C) $ 122 $ 129 $ 146 $ 157 - 
Anricultura! 

Settlement POOI (c) 

Aaricultural Incentives 
Meet Settlement Pool Goals 
Meet AWBNCAGRD GSF Goals 
Meet Recovery Goals 

$ 49 $ 53 $ 67 $ 74 

Capital Charaes 
(A) Municipal and Industrial - Long Term Subcontract5 

Dellverv Charses 
(B) Fixed OM&R6 
(C) Pumping Energy Rate 1 
(0) Property Tax Equivalency' 

Firm Advisory 
2012 2013 - 2014 2015 

15 I 20 $ 21 $ 15 $ 

$ 73 $ 76 $ 79 $ 83 
49 53 67 74 
28 24 23 24 

Lonn-Term Municipal and Industrial (M&l) Subcontract: M&l subcontractors. 
Non-Subcontract: M&l users who are not subcontractors and the CAGRD. 
Recharge (AWBA/CAGRD and M&l Underground Water Storage): The Arizona Water Banking Authority, M&l 
subcontractors, 6OR and other Arizona entities who have valid Arizona Department of Water Resources permits and 

Underaround Water Storaae 0 8 M  
Phoenix AMA 
Tucson AMA 

Underaround Water Storaae CaDital Charne lo 
Phoenix AMA 
Tucson AMA 

3 8 $  8 $  8 $  9 
15 15 15 15 

$ 15 $ 15 0 15 $ 15 
9 9 9 9 
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Approved 
June 6,2013 CENTRAL ARIZONA PROJECT 

FINAL 2014 - 2015 RATE SCHEDULE 

Phoenix Active Manaaement Area 
Water & Replenishment Component l1 

Administrative Component '* 
Infrastructure 8 Water Rights Component '' 
Replenishment Reserve Charge l4 

Total Assessment Rate WAF) 

Pinal Active Manaaement Area 
Water & Replenishment Component l1 

Administrative Component l2 

Infrastructure & Water Rights Component l3 

Replenishment Reserve Charge l4 

Total Assessment Rate ($/AF) 

Tucson Active Mananement Area 
Water & Replenishment Component '' 
Administrative Component l2 

Infrastructure & Water Rights Component l3 

Replenishment Reserve Charge l4 

Total Assessment Rate ($IAF) 

Contract Redenishment Tax - Scottadale l5 

Cost of Water 
Cost of Transportation 
Cost of Replenishment 
Administrative Component l2 

Total Tax Rate ($/AF) 

Firm Advisory 
2011112 2012113 2013114 2014115 

$ 140 $ 137 $ 160 $ 173 
42 44 45 45 

170 204 245 294 
51 52 58 63 

$ 403 $ 437 $ 508 $ 575 

$ 116 $ 117 $ 140 $ 153 
42 44 45 45 

170 204 245 294 
53 56 65 70 

$ 381 $ 421 8 495 $ 562 

$ 155 $ 161 $ 183 $ 195 
42 44 45 45 

170 2 04 245 294 
60 65 75 80 

$ 427 $ 474 $ 548 $ 614 

$ 137 $ 137 $ 144 $ 166 
0 0 0 0 
0 0 0 0 

42 44 45 45 
$ 179 $ 181 $ 189 $ 211 

Enrollment Fee 
Activation Fee 

$ 138 $ 165 $ 198 $ 237 
$ 136 $ 163 8 196 S 235 

Member Land Annual MembenhiD Dues I$/Lo~~" 
Phoenix Active Management Area 
Pinal Active Management Area 
Tucson Active Management Area 

$ 6.88 $ 9.87 $ 13.19 $ 17.91 
$ 0.90 $ 1.29 $ 1.74 $ 2.41 
$ 4.34 $ 6.24 $ 8.38 $ 11.53 

Member Service Area Annual Membership Dues l$/AFl" $ 10.35 $ 14.88 $ 20.08 $ 27.91 

Page 2 of 3 



CENTRAL ARIZONA PROJECT 
FINAL 2014 - 2015 RATE SCHEDULE 

Approved 
June 6,2013 

NOTES: 
Does not include the Capital Charge. 
This rate applies to all recharge customers. Rules regarding the eligibility for and use of this class are shown on page 
1. 
The rate i s  obtained by adding the Fixed OM&R component, the Pumping Energy Rate 1 component, the M&l Capital 
Charge and an equivalency tax component. 
Rate i s  the Pumping Energy Rate 1 component. Incentives may be earned for meeting delivery goals In three areas. 
Any incentives earned are applied to Settlement Pool deliveries. 
For M&l subcontract water, the Capital Charge is paid on full allocation regardless of amount delivered and not 
included in delivery rates. 
Fixed O&M costs divided by projected total water volumes plus components to fund capital replacements and a rate 
stabilization reserve. This amount is collected on all ordered water whether delivered or not. 
Applies to al l  water deliveries, The calculation is pumping energy costs divided by projected volumes. This amount is 
collected only for water actually delivered as opposed to scheduled. 
The rate is based upon the tax levy for the previous elapsed tax year divided by the average water deliveries 
(excluding Federal deliveries and water storage credits) for the three previous completed delivery years (e.g., for 
2012, the tax equivalency is  the levy for the 2010-2011 tax year divided by the average water deliveries for 2008, 
2009 and 2010). The Provisional and Advisory Rates are estimates. 
Underground Water Storage O&M is paid by all direct recharge customers using CAP recharge sites. 
Underground Water Storage Capital Charge is paid by all direct recharge customers except AWBA for M&l firming, the 
CAGRD, municipal providers within the CAP service area and co-owners of CAWCD recharge facilities using no more 
than their share of capacity. 
The Water & Replenishment Component i s  designed to cover the projected annual costs of satisfying replenishment 
obligations, including the purchase of long-term storage credits (LTSC) and the purchase and replenishment of water 
and effluent. The total volume of water to be purchased and replenished includes a sufficient volume to offset losses 
incurred during the replenishment process (generally 1% to 2.5%). For the Phoenix Active Management Area (AMA), 
replenishment is  planned to be accomplished a t  direct underground storage facilities (USFs) and groundwater savings 
facilities (GSFs). For the Pinal AMA, replenishment is planned to be accomplished at  GSFs. For the Tucson AMA, 
replenishment is planned to be accomplished a t  USFs. 
The Administrative Component is designed to cover all CAGRD administrative costs, except labor related costs 
associated with the acquisition of water rights and infrastructure. A $2/AF has been added to this component to help 
fund the CAGRD conservation program. 
The infrastructure & Water Rights Component is designed to generate funds to purchase long-term rights to water, 
and construct additional infrastructure facilities as the need arises. 
The Replenishment Reserve Charge is  designed to cover costs associated with establishing a replenishment reserve of 
LTSCs as required by statutes. Water will be stored a t  a combination of USFs and GSFs in the Phoenix AMA, and at 
USFs theTucson AMA. In the Pinal AMA, LTSCs will be purchased from CAP in accordance with Board policy adopted 
on October 6, 2005. This charge will be levied as provided in ARS Sections 48-3774.01 and 48-3780.01. 
The components of the Contract Replenishment Tax - Scottsdale reflect the provisions in the Water Availability Status 
Contract to Replenish Groundwater between CAWCD and Scottsdale. The rates reflect the assumption that Non- 
Subcontract CAP water will be available to meet the associated contract replenishment obligations. 
The Enrollment Fee and Activation Fee reflect the fees established pursuant to the CAGRD Enrollment Fee and 
Activation Fee Policy adopted by the Board on May 1, 2008. A $2 per housing unit is included in the Enrollment Fee 
to help fund CAGRD's conservation program. 
The Annual Membership Dues for Member Lands and Member Service Areas reflect the fees established pursuant to 
ARS Sections 48-3772.A.8. and 48-3779 as well as the Policy on Collection of CAGRD Annual Membership Dues 
adopted by the Board on April 7,2011. 
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Exhibit JCL- 2 

Plan of Administration for the 
Sustainable Water Surcharge 

Mechanism 



Arizona Corporation Commission 

Docket No. W-02113A-13-0118 

Proposed Plan of Administration 

Sustainable Water Surcharge ( S  WS) Mechanism 

Sustainable Water Surcharge Mechanism 
Plan of Administration 

This Plan of Administration (“Plan”) relates to the administration of Chaparral City Water 

Company’s (“CCWC” or the “Company”) Central Arizona Project (“CAP’) water Surcharge 

known as the Sustainable Water Surcharge (‘‘SWSyY). The purpose of the Plan is to describe how 
CCWC will administer the SWS if approved by the Arizona Corporation Commission in Docket 

NO. W-02113A-13-0118. 

1 



Arizona Corporation Commission 

Docket No. W-02113A-13-0118 

Proposed Plan of Administration 

Sustainable Water Surcharge (SWS) Mechanism 

I. Overview 

CCWC is a public service corporation providing water utility service in Maricopa County, 

Arizona pursuant to a Certificate of Convenience and Necessity granted by the Arizona 
Corporation Commission. CCWC is dependent on CAP water to deliver to its customers. The 

SWS mechanism has been closely modeled after two other current surcharge mechanisms known 

as Groundwater Saving Fee mechanisms which EPCOR successfully implements for its Sun City 

Water and Sun City Water districts. 

11. General Description - Surcharge 

The purpose of the SWS mechanism is to recover the difference in costs of CAP water and the 
costs or credits associated with underground storage and recovery of CAP water from the 

adjusted 2012 test year costs as approved in this case, Docket No. W-02113A-13-0118. Under 

the Company’s proposed SWS mechanism, the Company will make annual filings (by January 

31 each year) to adjust the SWS rate, The SWS rate will be billed on a per thousand gallons sold 

basis similar to a commodity rate for all customers. The SWS will appear on customers’ bills as 

a separate line item labeled “Sustainable Water Surcharge.’’ This rate will be adjusted annually 

(effective March 1) to true up the previous year’s activity and reflect the current year’s costs. 

111. Components of the SWS Mechanism 

The SWS Mechanism will include the following: 

0 Section 1 - Prior Year Under/(Over) Recovery - This section accounts for the 

under/(over) recovery of the prior year’s costs through the surcharge. It encompasses 
all of the previous year’s revenues and expense and shows the calculation of the 

under/(over) collection as well as the calculation to either (credit) or charge customers 

for the (over)/under collection in the previous year. It is supported by a sheet 

2 



Arizona Corporation Commission 

Docket No. W-02113A-13-0118 

Proposed Plan of Administration 

Sustainable Water Surcharge (SWS) Mechanism 
~- - - - - - 

showing monthly revenue/expense calculations and a sheet outlining the previous 

year’s customer consumption by month. The end result of the calculations in Section 

1 is a per thousand gallons rate which reflects (over)/under recovery of the previous 

year’s actual expense. 

0 Section 2 - Estimated PavmentsExuense for the Applicable Year - This section 

estimates the payments and credits that will occur in the applicable year. It includes 

the cost of the CAP water associated with the expected delivery of the scheduled 

amount of CAP water in that year, the capital charge for the entire allocation of 8,909 

acre feet as required by the CAP Subcontract, and the cost or (credit) associated with 

storing CAP water underground. 

0 Section 3 - Total Estimated Increased Expense - This section uses the total from 

Section 2 and removes the amount of CAP expense approved in this rate case to 

arrive at a total estimated increased expense. 

0 Section 4 - Current Year Per Kgal Calculation - This section uses the total from 

Section 3 and divides it across the projected consumption (to be the test year 

consumption of 1,784,344 kgals in the first year of the SWS) to arrive at a per 

thousand gallons rate for the current year’s expenses. 

0 Section 5 - Total Monthlv Surcharge Per Kgal - This section sums the two 

components of the SWS, the previously (over)/under collected amount per kgal rate 
and the current year per kgal rate - it sums Sections 1 and 4. 

V. Reporting 

The Company shall file its first surcharge request by January 31,2015 to be effective on March 1 

2015. 

On or before January 31 of each year thereafter CCWC will submit to the Commission as a 

compliance item a report showing its collections under the SWS that includes a calculation of 

3 
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Arizona Corporation Commission 

Docket No, W-02113A-13-0118 

Proposed Plan of Administration 

Sustainable Water Surcharge ( S  WS) Mechanism 

any under/(over) recovery with detail showing each component’s contribution to the change in 
balance from the prior year. This will be in a form similar to the attached exhibit. 
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Chaparral City Water Company 
SUSTAINABLE WATER SURCHARGE UPDATE 

2015 Proposed Rates 

Total Monthly Sustainable Water Surcharae: 

Chaparral City Water Company - 

per 1,000 gallons $ 0.0473 

C:\Users\jlenderk\Docum entsWAA REVIEW\OTHERUOlJ C C W  Rate Case\Rebuttal TestD015 CCWC SWS Calculations SAMPLE 011 7 1 4 . ~ 1 ~  
2015 Proposed Rates 



Chaparral City Water Company 
Sustainable Water Surcharge Update 

lecovery Target and Tariff Calculations 
lata as of 12/31/14 

- Under/(Overl Recovery 
2014 Annual Costs 
2014 Surcharge Revenues 
CAP Expense In Base Rates 

2014 (Over) Under Collected 

Projected Consumption (kgals) 
Monthly Rate per 1,000 gal. - Previous Years 

- Estimated PaymentslExDense for 2015 - 201 5 
CAP Pavments 

M&l Delivery Rate 
Capital Charge Rate 
Storage (Credit) or Expense 

Total 

- Rates 
$ 157 
$ 21 
5 (16) 

- Total Estimated Increased Expense 
Projected 201 5 Expense Recovery Total 
CAP Expense In Base Rates 
Difference 

- Current Year Per Kgal Calculation 
Total 201 5 Recovery Target 
Projected Consumption (kgals) 
Monthly Rate per 1,000 gal. -Current 

- Total Monthly Charae Per Kaal 
Monthly Rate per 1,000 gal. -TOTAL 

Chaparral City Water Co. 

$ 1,165,214 
$ 
$ (1,165,214) 

Acre Feet 
Allocation 

6,061 b $ 1,077,177 
8,909 c $ 187,009 

917 d $ (14,672) 
5 1,249,594 

$ 1,249,594 
$ (1,165,214) 
$ 04,300 

$ 04,300 
1,784,344 a n m - 1  

a 2012 test year deliveries. 
b Total acre feet ordered for 2015. 
c Total allocation. 
d All 600 acre feet are scheduled to be stored at the MWD GSF and earn a credit of $16 per acre foot. 

C:\Usen\jfenderk\Documents\AAA REVfEWOTHERUO13 CCWC Rate Case\Rebutial TestUOl5 CCWC SWS Calculations SAMPLE 
01 1714.xls Tariff Calcs Summary 
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Exhibit JCL- 3 

BMP filing dated August 22, 
2013 
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GARY PIERCE 
COMMISSIONER 

BRENDA BURNS 
COMMISSIONER 

SUSAN BITTER SMITH 
COMMISSIONER 

BOB BURNS 
COMMISSIONER 

IN THE MATTER OF THE APPLICATION 
OF CHAPARRAL CITY WATER 
COMPANY FOR A DETERMINATION OF 
TI%CUkf&NT FAIR VALUE OF ITS 
UTULITY PLANT AND PROPERTY AND 
FOR INCREASE IN ITS RATES AND 
CHARGES BASED THEREON 

DOCKET NO, W-02113A-13-0118 

SUPPLEMENT TO 
APPLICATION 

Through this filing, Chaparral City Water Company ("CCWC") submits the 

following draft BMP tariffs attached as Exhibit 1 : 

1. Local and/or Regional Messaging Program Tariff - BMP 1.1 
2. Youth Conservation Education Program Tariff - BMP 2.2 
3. New Homeowner Landscape Information Tariff - BMP 2.3 
4. Residential Audit Program Tariff - BMP 3.1 
5 .  Residential Interior Retrofit Program Tariff - BMP 3.4 
6 .  Customer High Water Use Inquiry Resolution Tariff - BMP 3.6 
7. Customer High Water Use Notification Tariff - BNP 3.7 
8. Leak Detection Program Tariff - BMP 4.1 
9. Water System Tamperin Tariff - BMP 5.2 
10. Meter Repair and/or Rep 7 acement Tariff - BMP 4.2 

CCWC is submitting these tariffs in conjunction with its request for the 

implementation of a System Improvement Benefits ("SIB") mechanism. Mr. Jake 

Lenderking wiIl sponsor these tariffs as part of his testimony in this proceeding. Except 

for the Meter Repair and/or Replacement Tariff for BMP 4.2, which has been slightly 

3681519.1 
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revised based on discussions with Commission Staff, each of these drafts tariffs are the 

versions pre-approved by the Commission. 

CCWC requests that the Commission approve these tariffs as part of an order 

authorizing CCWC to implement a SIB mechanism. 

RESPECTFULLY SUBMITTED this 22nd day of August, 20 13. 

LEWIS AND ROCA, LLP 

Michael T. Hallim 
40 N. Central Avenue 
Phoenix, Arizona 85004 
Attorneys Chaparral City Water Company 

ORIGINAL and thirteen (13) copies 
of the fore oing filed 

The Arizona Corporation Commission 
Utilities Division - Docket Control 
1200 W. Washington Street 
Phoenix, Arizona 85007 

Copy of the foregoing hand-delivered 
this 22nd day of August, 2013, to: 

Steve Olea 
Utilities Division 
Arizona Corporation Commission 
1200 W. Washington Street 
Phoenix, Arizona 85007 

this 22nd 8 ay of August, 2013, with: 

Division 

Janice Alward, Chief Counsel 
LegalDe artment 

1200 W. Washington Street 
Phoenix, Arizona 85007 

Arizona e orporation Commission 

2 3681519.13681519.1 
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Cop of the foregoing mailed 
this 3 2nd day of August, 2013, to 

Daniel W. Pozefsky, Chief Counsel 
Residential Utility Consumer Office 
1 1  10 West Washington, Suite 220 
Phoenix, Arizona 85007 

Andrew J. McGuire 
David A. Pennartz 
Landon W. Loveland 
Gust Rosenfeld, P.L.C. 
One East Washin ton, Suite 1600 

Attorneys for Town of Fountain Hills 
Phoenix, AZ 850 % 4 

3 3681 5 19. I368 15 19.' 
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EXHIBIT 1 

Local and/or Revional MessaginP Promam Tariff - BMP 1.1 
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Company: Decision No.: 

Phone: Effective Date: 

Local and/or Reaional Messacr ina Proaram Tariff - BMP 1,l 

PURPOSE 
A program for the Company to actively participate in a water conservation campaign with local 
or regional advertizing (Modified Non-Per Capita Conservation Program BMP Category 1: Public 
Awareness/Public Relations 1,l: Local and/or Regional Messaging Program). 

EOUIREMENE 

The requirements of this tariff are governed by Rules of the Arizona Corporation Commission 
and were adapted from the Arizona Department of Water Resources’ Required Public Educatlon 
Program and Best Management Practices in the Modified Non-Per Capita Conservation Program. 

1. The Company or designated representative shall actively participate in water 
conservation campaign with local and/or regional advertising. 

2. The campaign shall promote ways for customers to save water. 

3. The Company shall facilitate the campaign through one or more of the following 
avenues (not an all inclusive list): 

a. Television commercials 
b. Radio commercials 
c. Websites 
d. Promotional materials 
e. Vehicle signs 
f. Bookmarks 
g. Magnets 

4. The Company shall keep a record of the folIo~,,ig information and make it availa- e 
to the Commission upon request: 

a. A description of the messaging program implemented and program dates. 
b. The number of customers reached (or an estimate). 
c. Costs of Program implementation. 
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Youth Conservation Education Propram Tariff - BMP 2.2 
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Company: 

Phone: 

Decision No.: 

Effective Date: 

Youth Conservation Education Proaram Tariff - BMP 2.2 

A program for the Company to promote water conservation by increasing students‘ 
understanding of water resources and the need to conserve (Modified Non-Per Capita 
Conservation Program BMP Category 2: Conservation Education and Training 2.2: Youth 
Conservation Education Program). 

REOUIREMENTS 

The requirements of this tariff are governed by Rules of the Arizona Corporation Commission 
and were adapted from the Arizona Department of Water Resources’ Required Public Education 
Program and Best Management Practices in the Modified Non-Per Capita Conservation Program, 

1. The Company or designated representative shall work with schools in its service area 
to increase students’ understanding of water resources and to promote water 
conservation. 

2. The Company shall provide a combination of instructional assistance, educatlon 
materials, teacher education, classroom presentations, and field trips to  water 
related facilities. 

3. The Company shall provide the following teacher resources. 
a. Offer Project WET (Water Education for Teachers) workshops to teachers 

twice yearly. In  lieu of Project WFT the Company may market its Water 
Conservation Assembly Program to all schools within its service area. The 
Water Conservation Assembly Program will focus on teaching students about 
water resources and water conservation. The assembly itself will be an 
interactive water conservation discussion, 

b. Provide free resource materials and information upon request. 
c. Provide in-classroom presentations upon request. 

4. The Company shall make available free take home educational materials for 
elementary school students. 

5. The Company shall keep a record of the following information and make it available 
upon request. 

a. A description of the youth conservation education process implemented. 
b. The number of students reached (or an estimate). 
c. A description of the written water conservation material provided free to 

students. 
d. Costs of the Youth Conservation Education Program implementation. 
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New Homeowner Landscape Information Tariff - BMP 2.3 
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Company: Decision No.: 

Phone: Effective Date: 

New Homeowner Landscane Information Tariff - BMP 2.3 
PURPOE 

A program for the Company to promote the conservation of water by providing a landscape 
information package for the purpose of educating its new customers about low water use 
landscaping (Modified Non-Per Capita Conservation Program BMP Category 2: Conservation 
Education and Training 2.3: New Homeowner Landscape Information). 

REOUIREMENTS: 

The requirements of this tariff are governed by Rules of the Arizona Corporation Commission 
and were adapted from the Arizona Department of Water Resources' Required Public Education 
Program and Best Management Practices in the Modified Non-Per Capita Conservation Program. 

1. Upon establishment of water service the Company shall offer and make available 
upon request a free "Homeowner Landscape Packet" to each new customer in the 
Company's service area. The packet will include at a minimum: a cover letter 
describing the water conservation expectations for all customers in the Company's 
service area, applicable rate tariffs, a basic interior/exterior water saving pamphlet, 
xeriscape landscape information, a list of low water use trees, plants, shrubs, etc., 
watering guidelines, and a rain water harvesting pamphlet. 

2. Upon customer request, the Company shall provide: 
a. On-site consultations on low water use landscaping and efficient watering 

b. A summary of water saving options. 
practices. 

3. The Company shall keep a record of the number of packets provided to new 
customers and make it available to the Commission upon request. 
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Company: Decision No.: 

Phone: Effective Date: 

Residential Aud it Proaram Tariff - BMP 3.1 

PURPOSE 

A program for the Company to promote water conservation by providing customers with 
Information on performing water audits to determine conservation opportunities at their 
residence (Modifled Non-Per Capita Conservation Program BMP Category 3: Outreach Services 
3, l :  Residential Audit Program). 

REOUIREM ENTS 

The requirements of this tariff are governed by Rules of the Arizona Corporation Commission 
and were adapted from the Arizona Department of Water Resources’ Required Public Education 
Program and Best Management Practices in the Modified Non-Per Capita Conservation Program, 

1. The Company shall offer self-audit Information, 

2. The Company or designated representative shall provide all customers that request 
them with a self-audit kit. 

3. The kit shall include detailed instructions and tools for completing the water audit 
including information on how to check their water meter. The audit kit shall include 
but not be limited to information on checking the following components: irrigation 
system, pool, water features, toilets, faucets and shower. 

4. I f  requested, the Company shall assist the customer in a self-water audit and assist 
the customer in determining what might be causing high water usage as well as 
supply customer with information regarding water conservatlon and landscape 
watering guidelines. As part of the water audit, and if requested to do so by the 
customer, the Company shall confirm the accuracy of the customer meter (applicable 
meter testing fees shall apply). 

5. The Company shall keep a record of the following information and make it available 
to the Commission upon request: 

a. A description of the water conservation material provided in the kit. 
b. The number of kits provided to customers. 
c. Implementation costs of the Residential Audit Program. 



Residential Interior Retrofit Program Tariff - BMP 3.4 

8 3681 519.13681519.1 

! 



Com pany : 

Phone: 

Decisd~ No.: 

Effective Date: 

# m T  i -BMP 4 

PURPOSE 

A program for the Company to promote water conservation by providing residential customers 
free or low cost plumbing fixtures for their residence (Modified Non-Per Capita Conservation 
Program BMP Category 3: Outreach Services 3.4: Residential Interior Retrofit Program). 

REOUIREMENTS 

The requirements of this tariff are governed by Rules of the Arizona Corporation Commission 
and were adapted from the Arizona Department of Water Resources' Required Public Education 
Program and Best Management Practices in the Modified Non-Per Capita Conservation Program. 

1. The Company or designated representative shall provide to residential customers 
that request them that live in homes built prior to the adoption of the 1990 Uniform 
Plumbing Code free or low cost low water use fixtures such as faucets, faucet 
aerators, low flow shower heads, toilets and toilet darns. The Company must offer 
the fixtures/flxture retrofits to all residential customers meeting the above criteria 
unless the Company can demonstrate that targeting certaln portions of its water 
service area is likely to yield the highest participation and/or potential water savings. 

2. The fixtures or retrofit kit shall include detailed instructions for installing the retrofit 
fixtures. 

3. The Company shall select appropriate communications channels to advertize the 
program. 

4. The Company shall keep a record of the following information and make it available 
to the Commission upon request: 

a. A description of the Residential Interior Retrofit Program including a 
description of the fixtures provided to customers and estimated water savings 
as a result of Program implementation. 

b. The number of retrofit fixtures requested by customers and the number of 
fixtures provided. 

c. Costs of the Residential Interior Retrofit Program. 
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Company: Decision No.: 

Phone: Effective Date: 

Customer Hicih Water Use Inauiw Resolution Tariff - BMP 3.6 

PURPOSE 
A program for the Company to assist its customers with their high water-use inquiries and 
complaints (Modified Non-Per Capita Conservation Program BMP Category 3: Outreach Services 
3.6: Customer High Water Use Inquiry Resolution). 

REOUIRFMFNTS 

The requirements of this tariff are governed by Rules of the Arizona Corporatlon Commission 
and were adapted from the Arizona Department of Water Resources' Requlred Public Education 
Program and Best Management Practices in the Modified Non-Per Capita Conservation Program, 

1. The Company shall handle high water use Inquiries as calls are received. 

2. Calls shall be taken by a customer service representative who has been trained on 
typical causes of high water consumption as well as leak detection procedures that 
customers can perform themselves. 

3. Upon request by the customer or when the Company determines it is warranted, a 
trained Field Technician shall be sent to the customer's residence to verify 
consumption and conduct a leak detection inspection and further assist the customer 
with water conservation measures. 

4. The Company shall follow up on every customer inquiry or complaint and keep a 
record of Inquiries and follow-up activities. The Company shall make this 
information available to the Commission upon request. 
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Company: Decision No.: 

Phone: Effective Date: 

Customer High Water Use Notification Tariff - BMP 3.7 

PURPOSE 
A program for the Company to monitor and notify customers when water use seems to be 
abnormally high and provide information that could benefit those customers and promote water 
conservation (Modified Non-Per Capita Conservation Program BMP Category 3: Outreach 
Services Program 3.7: Customer High Water Use Notification). 

PFOUIREMENX 

The requirements of this tariff are governed by Rules of the Arizona Corporation Commission 
and were adapted from the Arizona Department of Water Resources' Required Public Education 
Program and Best Management Practices in the Modified Non-Per Capita Conservation Program. 

1. The Company shall track water usage for each customer and notify the customer if 
water use seems excessive for that particular billing for that t h e  of the year. 

2, The Company shall identify customers with high consumption, verify the high 
consumption, and investigate each instance to determine the possible cause. 

3. The Company shall contact the high water use customers via telephone, email, by 
mail or in person. The Company shall contact the customer as soon as practical in 
order to minimize the possible loss of water. The customer will not be required to do 
anything to receive this notification. 

4. I n  the notification the Company shall explain some of the most common water usage 
problems and common solutions and points of contact for dealing with the issues. 

5. I n  the notification, the customer will be reminded of possible high water- 
consumption occurrences, such as: 

a. Leaks, running toilets, or valves or flappers that need to be replaced. 
b. Irrigation system valves or sprinkler heads which may be leaking. 
c. Sprinklers that may be watering the house, sidewalk, or street, etc. increasing 
irrigation requirements. 
d. Leaking pool or spas and possible leaks around pumps. 
e. More people in the home than usual taking baths and showers. 
f. Doing more loads of laundry than usual. 
g. Doing a landscape project or starting a new lawn. 
h. Washing vehicles more often than usual. 

6. The Company shall offer water conservation information that  could benefit the 
customer, such as, but not limited to, audit programs, publications, and rebate 
programs. 



Company: Decision No.: 
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7. The Company shall assist the customer in determining what might be causing the 
high water usage as well as offer the customer information regarding water 
conservation and landscape watering guidelines. The Company shall confirm the 
accuracy of the customer meter if requested to do so by the customer (applicable 
meter testing fees shall apply). 

8. The type of notification, the timing of the notification (Le., how long after high water 
use was discovered by the Company), and the criteria used for determining whlch 
customers are notified shall be recorded. The Company shall make this information 
available to the Commission upon request. 

I 

I .. ___. . . . 
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Com pany : Decision No.: 

Phone: Effective Date: 

Meter ReDair and/or Replacement Tariff - BMP 4.2 

PURPOSE 

A program for the Company to systematically assess all in-service water meters (including 
Company production meters) in its water setvice area to identify under-registering meters and 
to repair or replace them (Modified Non-Per Capita Conservation Program Best Management 
Practlce Category 4: Physical System Evaluation and Improvement 4.2 Meter Repair and/or 
Replacement Program). 

PFOUIREMEN-rS. 

The requirements of this tariff are governed by Rules of the Arizona Corporation Commission 
and were adapted from the Arizona Department of Water Resources’ Required Public Education 
Program and Best Management Practices in the Modified Non-Per Capita Conservation Program. 

1. The Company will test, repair, or replace water meters in accordance with its meter 
testing and replacement guidelines, which include, but are not limited to, usage and 
length of time in service, as appropriate and necessary to maintain acceptable water 
meter accuracy. 

2. The Company will test all meters that have caused a meter reading complaint to be filed 
with the Arizona Corporation Commission. 

3. Meters larger than 2-inch shall be tested for one of the following reasons: 
a. A meter reading complaint is filed with the Company by a customer or Arizona 

Corporation Commission Staff, 
b. A meter has been in service for five years. 

4. The test will be accomplished by one of the following: 
a. Having the meter pulled and having a Company Technician physically inspect 

each meter and Its fittings for leaks, registers which may have become loose or 
are not properly attached to the meter and could be under-registering or other 
broken parts which need repair. 

b. Utilizing equipment to verify that all electronic components are within 
manufacturer specifications and are operating properly. 

5.  I n  addition, meters shall be randomly selected for flow testing utilizing a flow through 
detector testing meter. 

6. All replacement water meters shall register in gallons: 
a. All new l-inch and smaller meters that are installed will register usage in 1 gallon 

increments, 
b. All new 1-1/2-inch through 4-inch meters that are installed will register in 10 

gallon increments, and 
c. All new 6-inch and larger meters that are installed will register in 100 gallon 

increments. 
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7, The Company shall keep records on the number of meters that were replaced and make 
this information available to the Commission upon request. 
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Company: Decision No.: 

Phone: Effective Date: 

WATER SYSTEM TAMPERING TARIFF - BMP 5.2 

PURPOSE 

The purpose of this tariff is to promote the conservation of groundwater by enabling the 
Company to bring an action for damages or to enjoin any activity against a person who tampers 
with the water system. 

REOUIREMENTS: 

The requirements of this tariff are governed by Rules of the Arizona Corporation 
Commission, specifically Arizona Administrative Code ("AAC") R14-2-410 and the Arizona 
Department of Water Resources' Required Public Education Program and Best Management 
Practices in the Modified Non-Per Capita Conservation Program. 

1. In support of the Company's water conservation goals, the Company may bring an 
action for damages or to enjoin any activity against a person who: (1) makes a 
connection or reconnection with property owned or used by the Company to provide 
utility service without the Company's authorization or consent; (2) prevents a Company 
meter or other device used to determine the charge for utility services from accurately 
performing its measuring function; (3) tampers with property owned or used by the 
Company; or (4) uses or receives the Company's Services without the authorization or 
consent of the Company and knows or has reason to know of the unlawful diversion, 
tampering or connection. If the Company's action is successful, the Company may 
recover as damages three times the amount of actual damages. 

2. Compliance with the provisions of this tariff will be a condition of service. 

3. The Company shall make available to all its customers a complete copy of this tariff and 
AAC R14-2-410. The customers shall follow and abide by this tariff. 

4. I f  a customer is connected to the Company water system and the Company discovers 
that the customer has taken any of the actions listed in No. 1 above, the Company may 
terminate service per AAC Rl4-2-410. 

5. If a customer believes he/she has been disconnected in error, the customer may 
contact the Commission's Consumer Services Section at 1-800-222-7000 to initiate an 
investigation. 

. -- .- . ., . . , , . . -. . . . . - __ 
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EXECUTIVE SUMMARY 

Thomas J. Bourassa testifies as follows: 

Mr. Bourassa reports on the results of his cost of service study for CCWC. The cost of service 
study provides a starting point for determining how proposed revenues should be allocated to the 
residential, commercial, imgation, and hydrant customer classes based on their respective costs 
of service. These results provide meaningful information in the determination of cost of sei-vice 
based rates for the customers of CCWC. 

Mr. Bourassa’s testimony explains the monthly minimum and commodity rate for a customer on 
a % inch meter when the allocations for expenses and plant for the functions of demand, 
customer, meters and services are iaduded. He then compares rhose rates to the Company’s 
current and proposed rates. The Company’s proposed monthly minimum is about 37 percent of 
the actual cost for the monthly minimum. The proposed first tier, second tier and third tier 
commodity rates continue to be much greater than the cost to produce the water. As Mr. 
Bourassa explains, the proposed rate designs add substantial risk. Inverted multi-tiered rates 
designs as proposed in t!is case encourage conservation. If conservation is actually achieved, 
usage will decline and i t  will cause a substantial shortfall in the revenues the Company collects, 
which means it will be impossible to actually achieve the requested return. 
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INTRODUCTION AND OUALIFICATIONS 

PLEASE STATE YOUR NAME, BUSINESS ADDRIESS, AND TELEPHONE 

NUMBER. 

My name is Thomas J. Bourassa. My business address is 139 W. Wood Drive, Phoenix, 

Arizona 85029. 

WHAT IS YOUR PROFESSION AND BACKGROUND? 

I am a Certified Public Accountant and am self-employed, providing consulting services 

to utility companies as well as general accounting services. I have a B.S. in Chemistry 

and Accounting from Northern Arizona University (1980) and an M.B.A. with an 

emphasis in Finance from the University of Phoenix (1991). 

COULD YOU BRIEFLY SUMMARIZE YOUR PRIOR WORK ANI) 

REGULATORY EXPERIENCE? 

Yes. Prior to becoming a private consultant, I was employed by High-Tech Institute, 

Inc., and served as controller and chief financial officer. Prior to working for High-Tech 

Institute, I worked as a division controller for the Apollo Group, Inc. Before joining the 

Apollo Group, I was employed at Kozoman & Kermode, CPAs. In that position, I 

prepared compilations and other write-up work for water and wastewater utilities, as well 

as tax returns. 

In my private practice, I have prepared and/or assisted in the preparation of 

several water and wastewater utility rate applications before the Arizona Corporation 

Commission (“Commission”). 

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS PROCEEDING? 
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I am testifying in this proceeding on behalf of the Chaparral City Water Company 

(“CCWC” or the “Company”). CCWC is seeking increases in its rates and charges for 

water utility service in its certificated service area. 

PURPOSE OF TESTIMONY 

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS CASE? 

The purpose of my testimony is to report on the results of my cost of service study for 

CCWC. 

proposed revenues should be allocated to the residential, commercial, irrigation, and 

hydrant customer classes based on thejr respective costs of service. These results provide 

meaningful information in the determination of cost of service based rates for the 

customers of CCWC. 

The cost of‘ service study provides a starting point for determining how 

COST OF SERVICE STUDY 

A Background 

WHAT IS A COST OF SXKVICE STUDY? 

A cost of service study is an analysis of the adequacy of water revenues and revenue 

requirements to be met by the various classes of customers under both existing and 

proposed rates. The study begins with an allocation of utility plant and expenses into cost 

and asset functions which are then allocated to customer classifications. The study 

attempts to trace the costs associated with meeting the customers’ service requirements. 

Ideally, the revenues received from each customer class should equal the cost of 

providing service to that customer class. The cost to provide service includes the 

operating and maintenance expenses and the capital costs. Operating and maintenance 

expenses include the costs of operating the system and the costs of maintaining system 

facilities and equipment. Capital costs include investment-related cash requirements such 
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as debt service, contributions to debt service reserves, and capital rcquirements not 

financed by debt. Capital costs also include depreciation expense and either a return on 

rate base (for-profit utilities) or an operating margin (non-profit utilities) as well as 

incomes taxes and other taxes, if applicable. 

WHAT IS THE PURPOSE OF A COST OF SERVICE STUDY? 

Typically, the purpose of preparing a cost of service study is to offer guidance in setting 

rates to be charged for utility service. The basic premise in establishing rates for rhe 

various classes of customers that are both adequate and equitable is that rates should 

reflect the cost of providing utility service. Generally, regulators should set rates based 

on the cost of service. This assures that the cost of providing service is allocated 

equitably among customers and customer classes. Cost-based rates also send an 

appropriate price signal to customers because the amount paid For service approximates 

the cost to provide the service. In other words, subsidies between customers are 

minimized. 

There are many factors at play when rates are set which may result in rates which 

are not adequate and/or equitable between the various classes of customers. Non- 

economic factors may be at play when rates are set. For example, the regulatory body 

may favor subsidizing one class of customers by shifting costs to other classes of 

customers, or shifting revenues within one class of customers to subsidize members 

within that class. Lifeline or discounted rates, which are sometimes used to assist low- 

income customers in areas with high utility costs, are prime examples of subsidization of 

a class of customers by other customers. If possible, lifeline rates should not apply to a 

whole customer class. If lifeline rates are needed, they should be offered only to 

customers meeting some income test. 
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Another example is rate designs intended to encourage conservation. 

Conservation-based rates deviate froin cost-of-service principles because larger water 

users pay more than their cost of service. Inverted-tier rates shift revenue recovery into 

the upper rate blocks in order to send a price signal to customers, regardless of the cost to 

serve those customers. This may be a desirable social poIicy, but these rates may also be 

regarded as unfair and discriminatory by larger water iisers on economic grounds. 

Thus, public policy may have a signi'iicant impact on rate design. The 

Commission should consider the impact that these sorts of alternative rate designs have 

on other customers, and the degree that such approaches deviate kom cost-based rates, 

which may result in inequities and, in extreme cases, cause customers to develop 

alternatives to service from the utility provider. In the end, the goal in setting new rates 

is for the Company to recover its revenue requirement. 

HOW IS YOUR COST OF SERVICE STUDY ORGANIZED? 

The standard filing requirements call for Schedules G-1 through G-7 and these schcdules 

are included with my testimony. I have also included Schedules G-8 and G-9. Schedule 

(3-8 shows cost based rate designs based on CCWC's cost of service: Schedule G-9 

shows the break-even point of the % inch residential customers (the largest customer 

class) under the Company proposed rates. I will further explain these two schedules later 

in my testimony. 

G Schedules with higher numbers (ie., 5,6  and 7) contain the allocation factors 

and actual allocations to functions. These functions rue then carried forward to the 

summary G schedules 1,2,3 and 4, which allocate expenses and plant (by function) to 

classes of customers (residential, commercial, irrigation, and hydrant). 
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I will start my analysis using Schedule G-7 and end with Schedules G-2 and G-1. 

I will then describe Schedules G-8 and G-9. 

?. 
L.  

BEFORE YOU PROCEED, WHAT IS A “FUNCTION”? 

Functions refer to the plant and the expenses needed to get the water (the commodity) 

from the source (well or surface water) to the customer. The functions are commodity, 

demand, customer, services, and meters. 

Commodity refers to the actual volume of water delivered. The commodity 

function is used to derive the commodity rate or the rate charged per unit of 

measurement, Le., 1,000 gallons of water. Demand refers to how the water system is 

sized to deliver the water, which is normally determined by total customers and fire flow 

requirements. Hence, the system is built to be able to deliver water (the commodity) to 

customers, as well as the demand placed on the water system when water is used to 

contain or fight a fire. 

Customer, service, and meter functions are also used to develop the monthly 

minimum charged to each class of customer. The full cost of the demand function should 

also be included in the monthly minimum charge. However, the practice of Staff has 

been to allocate a portion of the demand function to both the commodity rate and the 

monthly minimum charge, and this has generally been adopted by the Commission in my 

experience. 

Demand, customer, service and meter functions refer to the delivery of the water 

from the Company’s wells, surface sources or reservoirs through the transmission and 

distribution mains to the individual customer’s premises. The costs associated with 

demand, customer, service and meter functions are incurred whether the customer uses 

1,000 gallons or 1,000,000 gallons of water each month. 
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Fire protection assets (e.g., hydrants) and expenses associated with fire protection, 

including depreciation, should be allocated to the customer function because iire 

protection generally benefits aI1 customers on the system. This has been the 

Commission’s policy with regard to fire protection costs. 

WHAT TYPE OF COST OF SERVICE STUDY DID YOU PmPARE TO 

SUPPORT THE PROPOSED MTES? 

I used the Commodity - Demand Method for the cost of service study. This method 

normally separates expenses and assets into three primary functions or components: 

commodity; demand; customer (with further breakdown of customer costs and plant into 

meters and services). 

Commodity costs are costs that tend to vary (change) with the production or 

output of water. These costs would consist priinarily of power costs, chemicals, water 

treatment, purchased water, and other variable expenses. Please note that I included a 

portion of the demand function into the commodity function to adhere to Commission 

Staffs past practices. 

Demand costs are capital and maintenance costs of facilities related to meeting the 

peak demand or peak usage requirements. The plant assets which cause the bulk of the 

demand cost are transmission and distribution mains. 

Customer costs are those costs related to serving and/or having customers, 

without regard to the mount of water used. These costs would include meter reading, 

billing, customer accounting and collection, and the capital costs and maintenance costs 

related to the meters, services, and customer equipment such as meters, service lines, 

computers, office furniture, transportation equipment, etc. 
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AFTER COSTS ARE ALLOCATED TO FUNCTIONS, HOW ARE EXPENSES 

AND ASSETS THEN ALLOCATED TO THE INDIVIDUAL CLASSES OF 

CUSTOMERS? 

After the expenses and assets are allocated to the commodity, demand, customer, service, 

and meter functions, the values for the functions are then allocated to various customer 

classes. Customer classes are based on meter sizes on the system. 

DOES A cosr OF SERVICE STUDY PROVIDE DATA TO DETERMINE HOW 

THE TIERED RATE DESIGN SHOULD BE SET? 

No. The cost of service study will provide the cost of the commodity, but it will not 

provide data on where rate tiers should be set. The tier rates can bc based on studying the 

usage by the customers. 

8 

WOULD YOU PLEASE DESCRIBE AND EXPLAIN THE SCHEDULES THAT 

Exnlanation of Cost of Service Study Schedules 

COMPRISE YOUR COST OF SERVICE srmy, AND WOULD YOU 

DFSCRLBE HOW THE VARIOUS FUNCTIONS WEN3 DEVELOPED? 

The allocations for the development of the class allocation factors are shown on Schedule 

G-7, pages 1 through 3. 

The commodity allocation is based on the number of gallons of water used by 

customers on various sizes of meters, plus the gallons from the revenue annualization to 

year-end number of customers, divided by the total gallons of water sold (including 

gallons from the revenue annualization) during the Test Year. Thus, if 80,000,000 

gallons of water were sold through the 5/8 inch meters, out of a total of 100,000,000 
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gallons of water sold by the water utility, this meter size would be allocated 80 percent of 

the commodity cost. 

The demand allocation factor consists of the number of meters for each size of 

meter on the system, multiplied by the equivalent weight of each size of meter. The 

equivalent weight is determined by the flow capacity of each meter. A' 5/23 inch meter 

can flow 20 gallons per minute, while a 6 inch meter can flow 1,000 gallons per minute. 

Thus, one 6 inch meter is equivalent to approximately fifty 518 inch meters. The larger 

meters are restated into equivalent 518 inch meters LO derive a monthly meter charge for 

the 518 inch meter. Then based on flow capacity, monthly minimums are developed for 

larger meters. After determining the equivalent 5/8 inch meters for all meter sizes and 

classes, they are then grouped by customer class (residential, commercial, irrigation, and 

hydrant) and used for the demand allocation factors used in the study. 

The customer allocation factor is the number of customers on each size meter. 

The allocation is based on total meters, not equivalent meters. It costs no more to read a 

6 inch meter than a 5/8 inch meter, and it costs the same to issue a bill. The customer 

numbers are grouped by customer class (residential, commercial, irrigation, and hydrant) 

and used as the customer allocation factors in the study. 

I computed the meter allocation factor by multiplying the number of meters times 

the cost of installing a meter.' The dollar weighted value of meters is then divided by the 

total computed meter cost to derive the meter allocation factor to each class of customer. 

The dollar weighted meter values are grouped by customer class (residential, commercial, 

irrigation, and hydrant) and used as the meters allocation factors in the study 

Costs were used from the Commission Staff Engineering memorandum originated by Marlin Scott, Jr., dated 
?ebruary 2 1,2005. 
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The service line allocations were computed in the same manner as the meters. 

That is, I used the values listed on the Staff Memorandum* to derive a total value of the 

service lines. The allocation to each service line size was the result of dividing the dollar 

value of the service lines for each customer class by the total dollar value of the service 

lines. The dollar weighted service line values are grouped by customer class (residential, 

commercial, irrigation, and hydrant) and used as the services allocation factors used in 

the study. 

Schedule G-7, page 2.1 lists the allocation factors for plant and equipment. 

Allocation factors for these expenses were determined by examining the causal 

relationships of each expense to the various functions. 

Schedule G-7, page 2.2 lists the allocation factors for repairs and maintenance 

expense, contractual services, purchased power, purchased water, transportation, 

chemicals, water testing, and salaries and wages, Allocation factors for these expenses 

were determined by examining the causal relationships of each expense to the various 

functions, which may include an examination of the recorded amounts during the test 

year and the use of professional judgment. 

The depreciation expense allocations shown on Schedule G-6, page 3, apply the 

allocation factors shown on Schedule G-7, page 2.1, times the depreciation expense for 

each plant asset. For the demand function for Wells, Mains, Water Treatment 

Equipment, and Pumping Equipment, I assumed an allocation factor of 90 percent. Ten 

percent of plant values and related depreciation expense for Wells, Mains, Water 

Treatment Equipment, and Pumping Equipment was allocated to the commodity function. 

The depreciation expense was computed using the Company's depreciation rates. 

Id. 
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The operation and maintenance expense allocation to functions (commodity, 

demand, customer, service, and meter) are shown on Schedule G-6, page 1 (adjusted test 

year at present rates) and Schedule G-6, page 2 (adjusted test year at proposed rates). 

On Schedule G-5, page 2, I allocated net plant and other rate base items to each 

customer class using the allocation factors set forth in Schedule G-7, page 2.1. I 

deducted AIAC and CIAC from the plant balances normally financed with AIAC and 

CIAC, which would be primarily transmission and distribution mains. I allocated the 

AIAC and CIAC to both the demand and commodity functions to be consistent with my 

allocation of the transmission and distribution mains. 

Then I computed rate bases for each function (commodity, demand, customer, 

services and meters). The rate bases by function are shown on Schedule G-5, page 1. 

Schedule G-4 allocates the commodity, demand, customer, services and meters 

expenses to customer classes using the allocation factors developed on Schedule G-7, 

page 3. Schedule G-4, page 1 shows the allocated costs at present rates. Schedule G-4, 

page 2 shows the allocated costs at proposed rates. 

Schedule G-3 allocates the rate bases for commodity, demand, customer, service, 

and meter to customer classes. 

Schedules G-1 and G-2 derive the return on rate base by customer classes at 

present and proposed rates, respectively. The returns on rate base are computed by 

dividing the operating income for the customer class by the rate base for that customer 

class. 

Property taxes are allocated based on revenue on Schedules G- 1 and G-2. 

Revenue is the main factor in the method used by the Arizona Department of Revenue to 

determine the full cash value of the utility. 
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Iiicome Taxes are allocated based on taxable income of each customer class on 

Schedules G-1 and G-2. 

DID YOU PREPARE SCHEDULES SNOWING RATE DESIGNS BASED ON 

THE COST OF SERVICE STUDY? 

Yes. Cost based monthly minimums and commodity rates are shown on Schedule G-8. 

C Indicated Monthly Minimums and Sin& Tier Commodity Rates 

WOULD YOU PLEASE DISCUSS SCHEDULE G-S? 

There are 4 sets of G-8 schedules: pages 1A through 4A show rate design computations 

for all customer classes combined; pages 1B through 4B show rate design computations 

for the residential class; pages IC through 4C show rate design computations for the 

commercial class; pages 1D through 4D show rate design computations for the irrigation 

class; and, pages 1E through 4E show rate design computations for the hydrant class. 

Page 1 of each set shows the derivation of the Customer Charge portion of the 

monthly minimums. Page 2 of each set shows  the derivation of the Demand Charge 

portion of the monthly minimums. Page 3 of each set shows the derivation of a single-tier 

commodity rate and monthly minimums for each size meter assuming no portion of the 

customer charge and the demand charge are recovered via the commodity rate. Finally, 

page 4 of each set shows the derivation of a single-tier commodity rate and monthly 

minimums for each size meter assuming a portion of the demand, customer, services and 

meters costs are recovered via the commodity rate. 
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!* 

L. 

2. 

4. 

WHAT IS THE INDICATED MONTHLY MINIMUM AND COMMODITY RATE 

FOR A CUSTOMER ON A 3/4 INCH METER BASED ON YOUR COST OF 

SERVICE STUDY? 

Referring to Schedule G-8, page 3A (all customer classes), the monthly minimum. with 

no water in that minimum, should be $59.50 when you include the allocations for 

expenses and plant for the function of demand, customer, meters and services. The 

commodity rate should be $1.4829. 

Referring to Schedule G-8, page 3B (residential class), the monthly minimum, 

with no water in that minimum, should be $56. I 1. The commodity rate should be 

$1.4530. 

Referring to Schedule G-8, page 3C (commercial class), the monthly minimum, 

with no water in that minimum, should be $95.85. The commodity rate should be 

$1.4830. 

Referring to Schedule G-8, page 3D (irrigation class), the monthly minimum, with 

no water in that minimum, should be $1 15.54. The commodity rate should be $1.4830. 

Referring to Schedule G-8, page 3E (hydrant class), the monthly minimum, with 

no water in that minimum, should be $91.82. The commodity rate should be $1.4830. 

D Comparison of COSS-Indicated Rate Design and Cornuanv’s Present and 

Proposed Rates 

HOW DOES THE COMPUTED MONTHLY MINIMUM CHARGE COiWARE 

TO THE COMPANY’S PROPOSED MONTHLY MINIMUM? 

The proposed monthly minimum for a 3/4 inch meter is $22.30, or approximately 40 

percent of the computed monthly minimum of $59.50 as shown on Schedule G-8, page 
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3A. Thus, the proposed monthly minimum is about 37 percent of the actual cost for the 

monthly minimum. 

HOW DOES THE COMPUTED COMMODITY RATE COMPARE TO THE 

COMPANY’S PRESENT AND PROPOSED COMMODITY RATXS FOR THE 3/4 

INCH RESIDENTIAL CUSTOMER? 

The commodity rate under present rates being charged is $2.31 per 1,000 gallons for the 

first 3,000 gallons, $2.96 per 1,000 gallons for 3,001 gallons to 9,000 gallons, and $3.61 

per 1,000 gallons over 9,000 gallons. The first tier rate is approximately 1.55 times what 

i t  costs to produce the water ($2.31 divided by $1.4830). The second tier rate is 

approximately 2 times what it costs to produce the water ($2.96 divided by $1.4830). 

The third tier rate is approximately 2.4 times what it costs to produce the water ($3.61 

divided by $1.4830). 

The Company’s proposed commodity rates iLTe $3.1061 for tier one, $3.9850 for 

the tier two, and $4.8G40 for tier three for the 3/4 inch residential meters. The proposed 

first tier rates are over 2 times the cost to produce the water. The proposed second tier 

rates are nearly 2.7 times the cost to produce the water while the proposed third tier rate is 

nearly 3.3 times the cost to produce the water. The proposed first tier, second tier and 

third tier commodity rates continue to be much greater than the cost to produce the water. 

WHAT IS TWE IMPACT OF’ SETTING THE MONTHLY MINIMUMS 

SUHSTANTTALLY BELOW COST? 

It adds substantial risk. Inverted multi-tiered rates designs as proposed in this case 

encourage conservation. If conservation is actually achieved, usage will decline and it 

will cause a substantial shortfall in the revenues the Company collects. That means that it 

will be impossible to actually achieve the requested return. The Company’s proposed 
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design reduces the amount recovered from the monthly minimums which does not help 

mitigate the revenue inslability since the monthly minimums do not cover all of the 

demand, customer, services, and meter costs (the “fjxed” costs in the cost of service). 

COULD YOU ILLUSTRATE THE ABOVE ANSWER? 

Yes. Schedule G-9 illustrates what happens when conservation i s  achieved. On 

Schedule (3-9, page 1 ,  I have constructed the illustration showing the profit or loss from 

proposed rates that is achieved for the 314 inch metered residential customer at 

increments of 1,000 gallons through 100,000 gallons of monthly usage. The cross over 

point going from a loss to a profit is between 7,000 and 8,000 gallons. 

By pricing the monthly Ininimum below cost and the commodity rate 

substantially above cost, the Coinpany will under earn if water sales decrease. 

Conversely, if water sales increase, there is the potential to over earn. 

Under the Company proposed rate design, the monthly minimum is being 

subsidized by the commodity rate. In other words, the Company must recover a large 

amount of fixed costs, through sales of water, which can vary based on weather, or 

conservation efforts, Any conservation by customers will substantially impact the 

Company’s net income. 

WHAT HAPPENS WHEN THE MONTHLY MINIMUMS AND COMMODITY 

RATES ARE NOT PRICED AT COST? 

Two things can happen. If customers don’t conserve and usage increases rather than 

decreases, the Company will over earn. If customers conserve, or just use less water due 

to more rainfall, the Company will under earn. If usage changes substantially, either up 

or down, the impacts I just referred to will be magnified. 
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BUT EVEN Il? THE MONTHLY MINIMUMS AND COMMODITY RATES ARE 

PRICED AT COST, WOULDN'T THE COMPANY STILL OVER OR UNDER 

EARN IF CUSTOMERS USE MORE OR LESS WATER? 

Yes, but to a lesser extent. 

WHAT WOULD BE A SINGLE TIERED RATE DESIGN ASSUMLNG A 

PORTION OF THE DEMAND, CUSTOMER, SERVICES, AND METER COSTS 

ARE RECOVERED VIA THE COMMOIDY RATES? 

On Schedule (3-8, page 4 A  (all customer classes), I set forth a computation of a single 

tiered rate design which assumes a portion of the demand, customer, services, and meters 

costs (the "fixed costs") are recovered via the commodity rate. 

monthly minimum would be $23.81 and the commodity rate $3.878. My computation 

contemplates 45 percent of the demand costs and 45 percent of the customer, services and 

meters costs are recovered via the commodity rate. The overall revenue recovery €rom 

the monthly minimums translates to about 43 percent of total revenues. 

As shown, the 314 inch 

As shown on Schedule G-8, page 4B (resjdential class), the 3/4 inch monthly 

minimuni would be $23.45 and the commodity rate $4.1 17. 

As shown on Schedule G-8, page 4C (commercial class), the 3/4 inch iiionthly 

minimum would be $24.53 and the commodity rate $3.398. 

As shown on Schedule G-8, page 4D (irrigation class), the 314 inch monthly 

minimum would be $28.99 and the commodity rate $2.774. 

As shown on Schedule G-8, page 4E (hydrant class), the 3/4 inch monthly 

minimum would be $18.73 and the coniinodity rate $6.475. 

http://hapa.mil
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HOW DO THE SINGLE TIER COMPUTED RATES COMPARE TO THE 

COMPANY’S PROPOSED RATES? 

Referring to Schedule G-8, page 4A, the coniputed monthly minimum of $23.81 is higher 

than the proposed monthly minimum of $22.30 for a 314 inch metered customer; 

somewhat below the indicated monthly minimum. The computed commodity rate of 

$3.878 is well above the proposed first tier rate of $3.1061, is approximately 97 percent 

the proposed second tier rate of $3.9850, and is approximately 80 percent the third tier 

rate of $4.864. In other words, the proposed first and second tier rates are below cost 

while the proposed third tier rate is above the indicated single tier commodity rate. 

WHAT IS THE RANGE OF THE RETURNS FOR THE VARIOUS CUSTOMER 

CLASSES AT PRESENT RATES? 

As shown on Schedule (3-1, the returns vary substantially between the customer classes at 

the present rates. The largest customer class, the residential class, provides the lowest 

return under the present rates or 3.16 percent. The commercial and irrigation classes are 

providing much higher returns at 13.21 percent and 20.33 percent, respectively. 

WHAT ARE THE RETURNS FOR THE CUSTOMER CLASSES AT PROPOSED 

RATES? 

As shown on Schedule G-2, the returns at proposed rates also vary substantially between 

the customer classes. The largest customer class, the residential class, continues to 

provide the lowest return under the present rates at 8.75 percent. This indicates the 

residential class is not paying its full cost of service. The commercial and irrigation 

classes continue to provide much higher returns at 16.68 percent and 24.53 percent, 

respectively. These results indicate that the commercial and irrigation customer classes 
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Q. 
A. 

pay more than their respective cost of service and continue to subsidize the residential 

class under the Company’s proposed rates. 

DOES THIS CONCLWE YOUR DIRECT TESTIMONY IN THIS CASE? 

Yes. 



3MMISSIONERS 

BEFORE! THE ARIZONA CORPORATION COMMISSION 

3B STUMP, Chairman 
4RY PIERCE 
ZENDA BURNS 
JSAN BITTER SMITH 
3B BURNS 

1 THE MATTER OF THE APPLICATION OF DOCKET NO. W-02113A-13-0118 
HAPARRAL CITY WATER COMPANY FOR A 
ETERMINATION OF THE CURRENT FAIR 
ALUE OF ITS UTILITY PLANT AND 
ROPERTY AND FOR INCREASE IN ITS 
ATES AND CHARGES BASED THEREON 

REBUTTAL TESTIMONY 
OF 

THOMAS J. BOURASSA 
9 N  BEHALF OF 

CHAPARRAL CITY WATER COMPANY 
JANUARY 21,2014 



I 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 

18 

19 
20 
21 

22 

:hapanal City Water Company 
Lebuttal Testimony of Thomas J. Bourassa 
locket No. W-02 1 1.3A- 13-01 1 8 
’age ii 

REBUTTAL TESTIMONY 
OF 

THOMAS J. BOUFUSSA 
ON BEHALF OF 

CHAPARRAL CITY WATER COMPANY 
January 21,2014 

... TABLE OF CONTENTS 
EXECUTIVE SUMMARY ............................................................................ , .................. 111 

I 
11 

A 
B 

v 

INTRODUCTION AND QUALIFICATIONS .................................................................. 1 
PURPOSE OF REBUTTAL TESTIMONY ....................................................................... 1 
REBUTTAL COST OF SERVICE STUDY .................................................. . ................... 1 
Rebuttal Updates to Cost of Service Study ........................................................................ 1 
Response to the ACC Staff Testimony ........ . .................. . ....... ... ............. ... ..... . ............... .. .. 2 
COST OF SERVICE STUDY RESULTS UNDER THE ACC STAFF’S AND RUCO’S 
RECOMMENDATIONS .................................................................................................... 2 



1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 

Chaparral City Water Company 
Rebuttal Testimony of Thomas J. Bourassa 
Docket No. W-02113A-13-0118 
Page iii 

KECUTIVE SUMMARY 

iomas J. Bourassa testifies as follows: 

r. Bourassa reports on the updated results of his cost of service study for CCWC using 
CWC’s rebuttal proposed rate base, revenue and expenses, and rate design. He also reports the 
sults using the ACC Staff and RUCO proposed rate bases, revenue and expenses, and rate 
signs. 
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L 

3. 

4. 

4. 

[I 

3. 

4. 

[I1 

Q. 
4. 

INTRODUCTION AND QUALIFICATIONS 

PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND TELEPHONE 

NUMBER. 

My name is Thomas J. Bourassa. My business address is 139 W. Wood Drive, Phoenix, 

Arizona 85029. 

ARE YOU THE SAME THOMAS J. BOURASSA WHO PROVIDED DIRECT 

TESTIMONY IN THIS CASE? 

Yes. 

PURPOSE OF REBUTTAL TESTIMONY 

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY IN THIS 

CASE? 

The purpose of my testimony is to report on the results of my cost of service study for 

CCWC’s rebuttal proposed rate base, revenue and expenses, and rate design. I also 

report the cost of service study using the ACC Staff and RUCO proposed rate base, 

revenue and expenses, and rate designs and respond to the ACC Staff witness, Katrin 

Stukov, regarding the COSS methodology and allocation factors used in the study. 

REBUTTAL COST OF SERVICE STUDY 

A 

HAVE YOU UPDATED YOUR COST OF SERVICE STUDY? 

Yes. I have updated my cost of service study to reflect the changes to rate base, revenues 

and expenses contained in the Company’s rebuttal filing. As shown on Rebuttal 

Schedule G-2, page 1, the returns provided at proposed rates continue to vary 

substantially between the various customer classes. While all the returns are positive, the 

residential classes provide returns below the 9.86 percent requested in the instant case at 

Rebuttal Updates to Cost of Service Study 
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8.42 percent. The commercial and irrigation customer classes continue to provide much 

higher returns at 16.18 percent and 23.67 percent, respectively. This indicates that the 

commercial and irrigation customer classes continue to subsidize the residential customer 

class under the rebuttal proposed rates. 

B 

ARE ACC STAFF AND THE COMPANY IN AGREEMENT ON THE COST 

ALLOCATION FACTORS UTILIZED IN THE COST OF SERVICE STUDY? 

Yes.’ The ACC Staff also finds the Company’s cost of service study is consistent with 

the methodology generally accepted in the industry and that the cost allocation factors 

were developed appropriately.2 

ResDonse to the ACC Staff Testimony 

COST OF SERVICE STUDY RESULTS UNDER THE ACC STAFF’S AND 

RUCO’S RECOMMENDATIONS 

PLEASE COMMENT ON THE ACC STAFF’S COSS RESULTS AS CONTAINED 

IN ACC STAFF SCHEDULE G-2. 

I have reviewed the ACC Staffs COSS results reflecting the ACC Staff proposed rate 

base, revenues and expenses, and proposed rates and find the results are consistent with 

the methodology and the cost allocation factors contained in my study. The ACC Staff 

COSS results, as shown on the ACC Staff Schedule G-2, indicate that all of the returns 

from the various customer classes are positive. The residential class provides a return of 

6.52 percent. Like the Company’s results, the return provided by the residential class is 

below the overall return of 8.00 percent recommended by ACC Staff. Also, similar to the 

company’s proposed rates, the commercial and irrigation customer classes provide much 

higher returns at 14.84 percent and 21.8 percent, respectively. 

See Direct Testimony of Katrin Stukov (“Stukov Dt.”) at 4. 
Id. 
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HAVE YOU PREPARED A SCHEDULE TO SHOW THE RESULTS OF A COST 

OF SERVICE STUDY USING THE RUCO’S RECOMMENDATIONS? 

Yes. Rebuttal Exhibit TJB-RE31 shows the cost of service study results using the 

RUCO’s recommended rate base, revenues and expenses, and rate design. The RUCO’s 

COSS results indicate that all of the returns from the various customer classes are 

positive. The residential class provides a return of 7.36 percent. Similar to the Company, 

the return provided by the residential class is below the overall return of 8.70 percent 

recommended by RUCO. The commercial and irrigation customer classes continue to 

provide much higher returns at 14.68 percent and 21.51 percent, respectively. 

DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY IN THIS CASE? 

Yes. 

..... - 
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CXECUTIVE SUMMARY 

;andra L. Murrey testifies in support of Chaparral City Water’s (“CCWCY) proposed Operating 

ncome. 

SPONSORED ADJUSTMENTS 

ds. Murrey sponsors the following adjustments in the case: 

idiustments to Operating Income 

ds. Murrey sponsors the following adjustments to operating income: 

ADJ SM-6 

ADJ SM-7 

ADJ SM-8 

ADJ SM-9 

ADJ SM-10 

ADJ SM-11 

ADJ SM-12 

ADJ SM-13 

ADJ SM-14 

ADJ SM-15 

ADJ SM-16 

ADJ SM-17 

ADJ SM-18 

Annualize Payroll Expense 

Annualize Fringe Benefits Expense 

Remove Regulatory Assessment Fee 

Removal of One-Time / Non-Recurring Items 

Annualize Purchased Water Expense 

Annualize Power Expense 

Annualize Chemicals Expense 

Amortize Rate Case Expense 

Annualize Postage Increase 

Miscellaneous Expense Clean-up 

Annualize Water Testing Expense 

Tank Maintenance Expense 

Annualize Corporate Allocations 
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ADJSM-21 Annualize Property Tax Expense 

ADJSM-22 Federal and State Income Taxes 

ADJSM-23 Interest Synchronization 
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2. 

4. 

2. 
1. 

2. 

4. 

2. 

4. 

INTRODUCTION AND QUALIFICATIONS 

PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND TELEPHONE 

NUMBER. 

My name is Sandra L. Murrey. My business address is 2355 West Pinnacle Peak Road, 

Suite 300, Phoenix, Arizona 85027, and my business phone is 623-445-2490. 

IN WHAT CAPACITY AND BY WHOM ARE YOU EMPLOYED? 

I am employed by EPCOR Water (USA) Inc. (“EWUS”), the owner of Chaparral City 

Water Company (“CCWC” or “Company”) as a Senior Rates Analyst. 

PLEASE DESCRIBE YOUR PRIMARY RESPONSIBILITIES FOR THE 

COMPANY. 

My primary responsibilities are to prepare and support rate applications and other 

regulatory filings for EWUS. 

PLEASE DESCRIBE YOUR PROFESSIONAL EXPERIENCE AND 

EDUCATION. 

I joined EWUS (formerly Arizona-American Water Company) in 2007 as a Regional 

Capital Compliance Analyst and was promoted to the position of Rate Analyst in 

December of 2008 and to my current position in April of 201 2. I have over 20 years of 

experience working in the public utility industry, most of that time being employed with 

WE Energies. My responsibilities there included financial reporting, pension analysis, 

unbilled revenue calculation, accounts payable and power marketing settlements. I 

progressed to Project Manager in the Federal Regulatory Affairs and Policy Group where 

my responsibilities included monitoring tariffs to assure compliance with all federahtate 

decisions and rulings, tracking industry changes to determine company impact, as well as 

interactions with Federal Energy Regulatory Commission (FERC), North American 
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Electric Reliability Corporation (NERC), North American Energy Standards Board 

(NAESB), and the National Association of Regulatory Utility Commissioners (NARUC) 

to assure WE Energies’ position was fairly represented. 

A 
4. 

:I 

2. 
\. 

I11 

2. 

4. 

I have a Bachelor of Business Administration degree with a double major in Accounting 

and Real Estate from the University of Wisconsin - Milwaukee. I am a certified public 

accountant, licensed in the states of Arizona and Wisconsin. I have also attended the 

NARUC Utility Rate School. 

HAVE YOU PREVIOUSLY TESTIFIED BEFORE THIS COMMISSION? 

Yes. 

PURPOSE OF TESTIMONY 

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS CASE? 

Please see the executive summary of my direct testimony. 

SPONSORED SCHEDULES 

PLEASE SUMMARIZE THE SCHEDULES THAT YOU WILL BE 

SUMMARIZING? 

I am sponsoring the following schedules: 

Schedule C- 1 : 

Schedule C-2: 

Schedule C-3 : 

Schedule E- 1 : 

Schedule E-2: 

Schedule E-3 : 

Schedule E-5: 

Schedule E-6: 

Adjusted Test Year Income Statement 

Income Statement Pro Forma Adjustments 

Computation of Gross Revenue Conversion Factor 

Comparative Balance Sheets 

Comparative Income Statements 

Comparative Statement of Changes in Financial Position 

Detail of Plant in Service 

Comparative Departmental Statements of Operating Income 



a1 

2 
,. 

6 

7 

8 

9 

10 

11 

13 

14 

15 

16 

17 

18 

19 

20 

I 21 

22 

Zhaparral City Water Company 
Direct Testimony of Sandra L. Murrey 
Docket No. W-02 1 13A- 13- 
Page 3 of 12 

Schedule E-7: Operating Statistics 

0 Schedule E-8: Taxes Charged to Operations 

Schedule F-1 : 

Schedule F-2: Projected Statements of Changes in Financial Position 

Schedule F-3 : Projected Construction Requirements 

Projected Income Statements - Present & Proposed Rates 

[V 

Q. 
4. 

Q. 

4. 

Q. 

4. 

ADJUSTED OPERATING EXPENSES 

PLEASE DESCRIBE THE C SCHEDULES? 

Schedule C-1 is titled “Adjusted Test Year Income Statement”. It lists the revenues and 

expenses and resulting net income for both the Test Year and Adjusted Test Year. It also 

summarizes the proposed pro forma adjustments by revenue and expense category. 

Schedule C-2 is titled “Income Statement Pro Forma Adjustments”. This schedule 

summarizes the various income statement proposed pro forma adjustments that result in 

the adjusted Test Year net income. 

Schedule C-3 is titled “Computation of Gross Revenue Conversion Factor and details the 

calculation of the factor. 

WHAT IS CCWC’S PROPOSED ADJUSTED TEST YEAR OPERATING 

INCOME IN THIS PROCEEDING? 

Adjusted Test Year Operating Income is $889,596 as reflected on Schedule C-2. 

PLEASE EXPLAIN ADJUSTMENT SM-6 - ANNUALIZED PAYROLL 

EXPENSE. 

This pro forma adjustment annualizes the known employees at the end of the 2012 test 

year and calculates the payroll tax expense associated with the change in payroll expense. 

The adjustment recognizes actual labor rates in effect as of this case’s filing date and 
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increases them by 3.5% to reflect labor costs at the time rates in this case are expected to 

go into effect. Also, a new annual performance incentive program, referred to as the 

Front Line Program, was made available to non-management and field employees of 

CCWC beginning with targets based on 2013 performance. The relatively minor costs of 

this program are also included in the annualized payroll expense adjustment. 

Q. 
4. 

Q. 

4. 

WHAT IS ADJUSTMENT SM-7 - ANNUALIZE FRINGE BENEFITS EXPENSE? 

Adjustment SM-7 - Annualize Fringe Benefits Expense is a pro forma adjustment to 

annualize the various employee benefit- related items including group insurance, 401 k, 

and pension expense. Group Insurance includes premiums for life insurance, medical 

insurance, dental insurance, long-term disability insurance and short- term disability. 

This adjustment segregates all group insurance items and applies the current 2013 

premium per item for each employee. This increase in expense comprises a portion of 

this pro forma adjustment. Also included in this pro forma adjustment is the 

annualization of EWUS’s contribution to its employees’ 401 k retirement savings 

program. EWUS contributes 5.25% of the employees’ pay. Also, EWUS contributes a 

100% matching of the first 3% and then contributes a 50% matching of amounts over 3% 

up to 5%. CCWC employees have no defined benefit pension plan. 

PLEASE EXPLAIN ADJUSTMENT SM-8 - REMOVE REGULATORY 

ASSESSMENT FEE. 

This proforma adjustment removes the annual regulatory assessment fees from expense 

to allow CCWC to collect it as a pass-through on the customers’ bills. Both the Arizona 

Corporation Commission (“ACC”) and the Residential Utility Consumer Office 

(“RUCO”) charge annual assessments to Arizona utilities. CCWC is proposing that the 

treatment of these assessments be similar to that of EPCOR Water Arizona, Inc. in that 
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the fees are removed from base rates and treated as a pass-through and displayed as a 

separate line item on the customers’ bills. 

Q- 

4. 

Q. 

4. 

PLEASE DISCUSS THE CUSTOMER IMPACT OF THIS PROPOSAL. 

There is no adverse customer impact to this proposal. Customers have already been 

paying for the annual assessments in base rates. In fact, with this proposal, the 

customers’ fee will be linked directly to the current year’s assessment amount. CCWC is 

proposing that the total amount of annual assessments be removed from base rates and 

calculated as a pass-through based on current year assessment amounts plus any prior 

year true-up. The amount of annual assessments will fluctuate each year and may 

increase or decrease based upon the agencies’ annual assessment to CCWC. This 

proposal is more reflective of current expenses as it is based on current annual assessment 

amounts and enables the annual assessment to be passed on to the customers. CCWC is 

therefore requesting approval to remove the annual assessments from base rates and treat 

these assessments as a pass-through shown as a separate line item on the bill. 

PLEASE DISCUSS HOW THE ANNUAL ASSESSMENT FEE WILL BE 

CALCULATED IN YOUR PROPOSAL? 

Each year, an assessment percentage rate will be calculated based on the amount of the 

annual assessments from the ACC and RUCO divided by revenues collected during the 

previous year. This percentage rate is then applied to the customer’s total monthly water 

charges for the month. At the end of the annual period, a true up will be calculated and 

the over-/under- collected balance will be applied to the next year’s calculation. A 

percentage rate will be calculated for Residential customers based on both the ACC and 

RUCO assessment, whereas a separate percentage rate will be calculated for Non- 

Residential customers based on the ACC assessment only. This surcharge would go into 
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effect the month that the Decision for this case becomes effective. This is the same 

method already widely in use in Arizona. See Exhibit SM-1 for the calculation and 

customer impact. 

PLEASE EXPLAIN ADJUSTMENT SM-9 - REMOVAL OF ONE TIME/NON- 

RECURRING ITEMS. 

Adjustment SM-9 - Removal of One Time / Non-Recurring Items is apro forma 

adjustment that removes expenses in the test year that were incurred once during the test 

year and will not reoccur in the future. A review was conducted of the expense accounts 

to identify charges that would not likely occur in the future. This review resulted in a 

($76,4 1 9) adjustment. 

PLEASE EXPLAIN ADJUSTMENT SM-10- ANNUALIZE PURCHASED 

WATER EXPENSE. 

Adjustment SM-10 - Annualize Purchased Water Expense is apro  forma adjustment to 

annualize the costs to purchased Central Arizona Project (“CAP”) water from the Central 

Arizona Water Conservation District and other charges incidental to this transaction such 

as storage of water for recharge purposes. This adjustment is comprised of several 

components. First, the CAP M&I Capital Charge is based on CCWC’s entire allocation 

of 8,909 acre feet (AF) at a rate of $16 per AF. Then, the Water Delivery Charge (for 

Municipal and Industrial subcontractors) is assessed on the water ordered (scheduled) for 

the year. For this adjustment, the actual water scheduled for 2013, 6,861 AF, at the 

delivery rate of $138 determines the delivery charges proposed in this proceeding. Note 

that these rates are based on the Provisional 2014 rates taken directly from the Central 

Arizona Project’s Final 201 3 - 20 1 8 Rate Schedule, approved June 7,20 12. The 20 14 

rates were selected because those are the rates that will be in effect by the time this case 

is finalized. Also, CCWC has reflected a credit for the storage of 5 12 AF at Maricopa 
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Water District (“MWD”) per the MWD contract rate of ($16). Please note that inclusion 

of this credit is premised on the acceptance of the purchased water costs taken as a whole 

since any deviation from this proposal would require an additional adjustment to this 

number. Please refer to the Direct Testimony of CCWC witness Mr. Jake Lenderking for 

further discussion of these CAP water components as well as a detailed discussion of 

CCWC’s CAP purchased water. 

WHAT IS ADJUSTMENT SM-11- ANNUALIZE POWER EXPENSE? 

Adjustment SM-11 is apro forma adjustment to annualize changes in purchased power 

expenses. CCWC purchases the majority of its energy needs from the Salt River Project 

(“SRP”). SW had a general rate increase of an overall average 3.9% effective with the 

November 2012 billing cycle. The other power supplier is Arizona Public Service 

Company (“APS”). Although APS did not have a general rate increase during the test 

year, there was a reset of their Power Supply Factor on February 1,2013. These 

published changes in unit costs of power which were applied to test year electricity usage 

are incorporated in the calculation of the Company’s power expense pro forma 

adjustment of $36,787. 

WHAT IS ADJUSTMENT SM-12 - ANNUALIZE CHEMICAL EXPENSE? 

Adjustment SM-12 is apro forma adjustment to annualize the effect of changes in the 

cost of chemicals. This adjustment incorporates 201 3 price levels that have been 

negotiated contractually by the Company’s Supply Chain department. The pro forma 

adjustment of $6,569 is calculated by using the test year chemical volumes multiplied by 

the 201 3 contract rates. 

WHAT IS ADJUSTMENT SM-13 - AMORTIZE RATE CASE EXPENSE? 
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4. 

Q. 
4. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Adjustment SM-13 is apro forma adjustment necessary to include the annual rate case 

expense amortization to be recovered in customers' rates. This amortization is 

determined by taking the total estimated rate case expense and applying a three year 

amortization period. All prior case amortizations were removed from the test year 

amounts. This resulted in a pro forma adjustment of ($15,432). Please refer to the 

Direct Testimony of CCWC witness Mr. Thomas M. Broderick for details on how the 

total estimated rate case expense was derived. 

WHAT IS ADJUSTMENT SM-14 - ANNUALIZE POSTAGE INCREASE? 

Adjustment SM-14 is apro forma adjustment to annualize changes in the US first-class 

postage rate. Effective January 27,2013, the United Stated Postal Service increased the 

rate on first-class letters from $0.45 to $.046 resulting in a 2.22% overall increase. This 

percentage increase was the basis for this adjustment resulting in an increase of $1,676. 

WHAT IS ADJUSTMENT SM-15 - MISCELLANEOUS EXPENSE CLEAN UP? 

Adjustment SM-15 is apro forma adjustment that removes expenses that would typically 

be disallowed for ratemaking purposes, such as charitable and civic contributions and 

other miscellaneous expenses that are normally not recoverable from customers. 

WHAT IS ADJUSTMENT SM-16 - ANNUALIZE WATER TESTING EXPENSE? 

Adjustment SM-16 is apro forma adjustment that annualizes water testing expense. The 

Water Quality Group determined all necessary tests required over a three year period and 

priced them out at the current known contract price. Total costs for the three year period 

were used to determine an annual cost resulting in a pro forma adjustment of ($12,757). 

WHAT IS ADJUSTMENT SM-17 - TANK MAINTENANCE EXPENSE? 

Adjustment SM-17 is apro forma adjustment to reflect tank maintenance expense. The 

Company is proposing a tank maintenance program. The cost of this program will 
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amount to $202,184 annually. Details on this adjustment will be address in the Direct 

Testimony of CCWC’s witness Mr. Jeffrey W. Stuck. 

WHAT IS ADJUSTMENT SM-18 - ANNUALIZE CORPORATE 

ALLOCATIONS? 

Adjustment SM-18 is apro  forma adjustment to annualize the effect of the payroll rate 

increase associated with the labor portion of Corporate Allocations. The test year labor 

portion of Corporate Allocations was increased by 3.5% resulting in a pro forma 

adjustment of $10,324. 

WHAT IS ADJUSTMENT SM-21- ANNUALIZE PROPERTY TAX EXPENSE? 

Adjustment SM-21 is apro  forma adjustment to adjust the property taxes to the level 

based upon the adjusted test year revenues and also to compute a property tax factor to 

include in the calculation of the gross revenue conversion factor that enables the 

calculation of the additional property taxes that will result from the revenue increase in 

this proceeding. 

WHAT IS ADJUSTMENT SM- 22 - FEDERAL AND STATE INCOME TAXES? 

Adjustment SM-22 is apro forma adjustment that adjusts test year income taxes to reflect 

the federal and state income tax effects of the pro forma adjustments included on 

Schedule C-2. 

WHAT IS ADJUSTMENT SM- 23 -INTEREST SYNCHRONIZATION? 

Adjustment SM-23 is apro  forma adjustment to synchronize the interest deduction that is 

a function of rate base and weighted cost of debt and the interest deduction that is a 

component in the test year income tax calculation. For ratemaking purposes, a utility’s 

revenue requirement reflects the recovery of interest expense based on the weighted cost 

of debt in the capital structure. It is this interest expense that should be used for the 
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interest deduction when calculating the tax expense. An Interest Synchronization 

adjustment is necessary to match the rate base used in determining revenue requirements 

with the proportionate part of the total amount of debt and equity used to determine the 

cost of capital. The amount of interest expense that customers contribute through their 

payment of water rates should be the same as the amount of interest expense deducted 

from revenues in calculating tax expense. Synchronizing the interest deduction for 

ratemaking with the interest deduction for earnings purposes accomplishes this goal. 

V 

9. 
4. 

Q. 
4. 

CCWC’S FINANCIAL STATEMENTS 

WHICH SCHEDULES ARE YOU SPONSORING? 

I will be sponsoring most of the E Schedules except for Schedule E-4 and Schedule E-9 

which are being sponsored by Mr. Broderick. I am also sponsoring Schedules F- 1, F-2 

and F-3; whereas Mr. Broderick will be sponsoring Schedule F-4. 

PLEASE DESCRIBE THE E SCHEDULES THAT YOU ARE SPONSORING. 

Schedule E- 1 titled “Comparative Balance Sheets” contains balance sheets for the Test 

Year Ended December 3 1,20 12 and prior years ending December 3 1,20 1 1 and 

December 3 1,20 10. 

Schedule E-2 titled “Comparative Income Statements” displays the income statement for 

the unadjusted Test Year Ended December 3 1,20 12 and prior years ending December 3 1, 

201 1 and December 3 1,2010. 

Schedule E-3 titled “Comparative Statement of Changes in Financial Position” 

summarizes the sources and applications of funds for the Test Year Ended December 3 1, 

2012, as well as for the prior two years. 

a 
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Schedule E-5 titled “Detail of Plant in Service” displays plant balances by NARUC sub 

account at December 3 1,201 1 and December 3 1,201 2. The net change in plant from 

December 3 1,201 1, to December 3 1,2012, is presented in the column labeled Plant 

Additions, Reclassifications or Retirements. 

Schedule E-6 titled “Comparative Departmental Statements of Operating Income” 

summarizes the operating income statements on a functional basis for the Test year 

Ended December 3 1,20 12, as well as for the prior two years. 

Schedule E-7 titled “Operating Statistics” displays the operating statistics for sales 

quantities and customers for the test year as well as the prior two years. 

Schedule E-8 titled “Taxes Charged to Operations” provides details regarding taxes 

incurred for the test year as well as the prior two years. 

2. 

I. 

PLEASE DESCRIBE THE F SCHEDULES YOU ARE SPONSORING. 

Schedule F- 1 titled “Projected Income Statements - Present and Proposed Rates” display 

the test year income and forecasts 2013 income using test year rates and proposed 

revenue from this case. 

Schedule F-2 titled “Projected Statement of Changes in Financial Position - Present and 

Proposed Rates” displays the sources and applications of funds for the test year and 

projected results using the same assumptions as Schedule F- 1. 

Schedule F-3 titled “Projected Construction Requirements” presents the actual 

construction expenditure through the test year of December 3 1,20 12 as well as the 

projected construction expenditures for 2013,2014 and 2015 broken down into 

Investment Projects (IPS) and Recurring Projects (RPs). This schedule provides 

additional detail concerning the construction expenditures on Schedule A-4. 
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3. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY IN THIS CASE? 

$. Yes. 



EXHIBIT SM-1 



e Proposed Calculation for Annual Assessment % Rate 
Illustrative Example 

Exhibit SM-1 

Customer Impact: 
Monthly Impact 

Average Residential customer on 3/4" meter $37.85 0.00202 $ 0.08 
Average Commercial customer on 1" meter $27.50 0.00106 $ 0.03 

Total Water Charge % Rate 

Calculation of ACC Assessment % Rates: 

ACC % Rate RUCO % Rate Total % Rate 

Residential Customers 0.00106 0.00096 0.00202 
Non Residential Customers 0.00106 -na- 0.00106 

rota1 Revenue - Period ending 6/30/12 $ 8,958,295 

Billing for the ACC Assessment Invoice dated 6/30/12 
Add: Under / (Over) Collection last 12 mos. 

To be recovered in upcoming year 

ACC Assessment % Rate (Applied to Res & Non-Res1 
t 

Total Revenue - Period ending 6/30/12 - Residential Only 

Billing for RUCO Assessment Invoice dated 6/30/12 
Add: Under / (Over) Collection last 12 mos. 

To be recovered in upcoming year 

RUCO Assessment % Rate (Applied to Res OnlyJ 

$ 9,800, I 
$ 9,514 
$ (286) 

I 0.001061 

$ 7,271,313 

$ 7,200 
5 (214) 

$ 6,986 

Calculation of Over/Under Collection 
Prior Year Assessment Collected in Current Period 

Allocation of 
Over/(Under) 

Collection 

Invoice dated: 6/30/2011 ACC Assessment $ 10,000 57.14% $ 286 
RUCO Assessment $ 7,500 42.86% 2 14 

$ 17,500 $ 500 

Assessment Collected 7/1/11 thru 6/30/12 $ 18,000 ( estimated for example) 
Over/(Under) Collection $ 500 
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CXECUTIVE SUMMARY 

iandra L. Murrey testifies as follows: 

iponsored Rebuttal Schedules 

ds. Murrey sponsors the following schedules in this case: 

Schedule C-1 Rebuttal: Adjusted Test Year Income Statement 

Schedule C-2 Rebuttal: Income Statement Pro Forma Adjustments 

Schedule C-3 Rebuttal: Computation of Gross Revenue Conversion Factor 

idiusted Operating. Income and Operating. Expense 
XWC’s rebuttal position for Adjusted Operating Income and Expense is: 

Chaparral City 
Water Company 

I Adjusted TY Operating Income 1 $ 865,297 I 
Adjusted TY Operating Expense I $ 8,149,688 

I I I 

3perating Income Adjustments 

The Company’s position on ACC Staffs proposed recommendations: 

Oppose Excess Water Loss (Staff Adj #1), 
Oppose Intercompany Support Services (Staff Adj #2), 
Accept Purchased Water Expense (Staff Adj #3), 
Revised Depreciation Expense (Staff Adj #4), 
Revised Property Taxes (Staff Adj #5), 
Revised Income Tax (Staff Adj #6) 

The Company’s position on RUCO’s proposed recommendations: 

Oppose Declining Usage Expense (RUCO Adj #1), 
Oppose Incentive Pay (RUCO Adj #2), 
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0 Oppose Purchased Water Expense (RUCO Adj #3), 
Revised Corporate Allocation (RUCO Adj #4), 
Oppose Conservation Expense (RUCO Adj #5), 
Oppose Tank Maintenance Expense (RUCO Adj #6), 
Oppose Depreciation Expense (RUCO Adj #7), 
Revised Property Tax Expense (RUCO Adj #8), 
Revised Income Tax Expense (RUCO Adj #9) 

Zompany Rebuttal Income Statement Adjustments 

AdjSM - l R  Purchased Water Expense 
AdjSLH-2R Depreciation Expense on Revised PTYPA 
AdjSLH-3R Corporate Allocation Expense 

0 AdjSLH-4R Annualize Depreciation / CIAC 
Adj SM -5R Annualize Property Tax 

0 Adj SM -6R Federal and State Income Taxes 
Adj SM -7R Interest Synchronization 
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2. 

4. 

2. 

4. 

I 

2. 

4. 

[I1 

2. 
9. 

INTRODUCTION AND QUALIFICATIONS 

PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND TELEPHONE 

NUMBER. 

My name is Sandra L. Murrey. My business address is 2355 West Pinnacle Peak Road, 

Suite 300, Phoenix, Arizona 85027, and my office phone number is 623-445-2490. 

ARE YOU THE SAME SANDRA L. MURREY WHO PROVIDED DIRECT 

TESTIMONY IN THIS CASE? 

Yes. 

PURPOSE OF TESTIMONY 

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY IN THIS 

CASE? 

I will respond to Staffs and RUCO's testimony concerning several adjustments to the 

Company proposed operating expenses. The purpose of my rebuttal testimony is set forth 

in my Executive Summary. 

REBUTTAL SCHEDULES 

PLEASE IDENTIFY THE REBUTTAL SCHEDULES YOU ARE SPONSORING? 

I am sponsoring the following rebuttal schedules. 

0 Schedule C-1 Rebuttal: Adjusted Test Year Income Statement 

0 Schedule C-2 Rebuttal: Income Statement Pro Forma Adjustments 

Schedule C-3 Rebuttal: Computation of Gross Revenue Conversion Factor 
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V 

r. 

i. 

e 

e 

e 

e 

e 

e 

e 

OPERATING EXPENSES ADJUSTMENTS 

HAVE YOU REVIEWED STAFF’S AND RUCO’S RECOMMENDED 

ADJUSTMENTS TO OPERATING EXPENSES? 

Yes, I have. The Company will be proposing several rebuttal Income Statement 

adjustments, as outlined below, in response to Staffs and RUCO’s recommended 

adjustments. In the next few pages of my testimony, I will address the recommendations 

made by Staff and then move on to RUCO’s recommendations. 

Adj SM - 1R Purchased Water Expense 
Adj SLH - 2R Depreciation Expense on Revised PTYPA 
Adj SLH - 3R Corporate Allocation Expense 
Adj SLH - 4R Annualize Depreciation / CIAC 
Adj SM -5R Annualize Property Tax 
Adj SM -6R Federal and State Income Taxes 
Adj SM -7R Interest Synchronization 

STAFF’S INCOME STATEMENT ADJUSTMENT NO. 1 RECOMMENDS A 

DECREASE OF $64,428 FOR COSTS RELATING TO EXCESS WATER LOSS. 

DOES THE COMPANY ACCEPT THIS ADJUSTMENT? 

No. Staff is recommending this adjustment as a result of the Company’s water loss of 

13.9% during the test year which is above the recommended threshold amount of 10%. 

The Company agrees that the water loss is above the recommended level and has put 

forth substantial efforts to reduce water loss. As discussed by Mr. Jeffrey W. Stuck, it is 

unfair to reduce operating expenses for costs incurred to provide safe and reliable water 

service to our customers when efforts are in place to correct the water loss problems. 

Please refer to the rebuttal testimony of Mr. Stuck for more details on the Company’s 

efforts to reduce water losses. 
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BOTH STAFF AND RUCO PROPOSE AN ADJUSTMENT TO THE 

COMPANY’S COPORATE ALLOCATION EXPENSE. WILL YOU BE 

ADDRESSING THE COMPANY’S POSITION? 

No. Ms. Hubbard will address issues regarding the proposed Corporate Allocation 

Expense in her rebuttal testimony. 

BOTH STAFF AND RUCO PROPOSE AN ADJUSTMENT TO THE 

COMPANY’S PURCHASED WATER EXPENSE. PLEASE DESCRIBE THEIR 

ADJUSTMENTS AND WHETHER THE COMPANY ACCEPTS THEIR 

POSITIONS. 

Both Staff and RUCO have proposed an increase to Purchased Water Expense in the 

amounts of $90,524 and $87,678, respectively. Staffs proposal is based on updated rates 

provided by Central Arizona Water Conservation District (CAWCD) whereas RUCO’s 

proposed increase is based on a five-year average of charges of CAP from 2013 through 

201 8 rate schedules based on the Company’s original CAP Allocation of 6,978 acre feet 

(“a-f.”) plus one-half of the additional CAP allocation of 1’93 1 a.f. or 7,943.5 a.f. 
U. 

The Company does not agree with RUCO’s position for a couple of reasons. Mainly, 

RUCO is not applying the Capital Charge to the Company’s entire CAP allocation of 

8,909 a.f. Also, it is’counter-intuitive to apply RUCO’s methodology of using a five 

year average when the actual 2014 rates are now available. Even though the five-year 

average comes up with slightly higher rates ($146.20 vs. $146.00 in M&I Charges; and 

$20.80 vs. $20.00 in Capital Charges), it is more effective to use the actual firm rates for 

the year 2014 as determined by CAWCD. 
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The Company accepts Staffs proposed income statement adjustment #3 of $90,524 

which incorporates the most recent CAWCD CAP water charges for 2014. Please see the 

Company’s rebuttal adjustment SM- 1 R on Schedule C-2 Rebuttal. 

2. 

A. 

2. 

A. 

2. 

I. 

DOES THE COMPANY HAVE ANY OTHER RESPONSES TO THE ISSUES 

RAISED BY RUCO CONCERNING THE COMPANY’S PURCHASED WATER 

EXPENSE OR PROPOSED SURCHARGE MECHANISM? 

Yes. The Company’s position on all purchased water-related issues are described in 

detail in the rebuttal testimony of Mr. Jake Lenderking. 

BOTH STAFF AND RUCO PROPOSE AN ADJUSTMENT TO THE 

COMPANY’S DEPRECIATION EXPENSE. WILL YOU BE ADDRESSING THE 

COMPANY’S POSITION? 

No. Ms. Hubbard will address issues regarding the proposed Depreciation Expense 

adjustments in her rebuttal testimony. 

BOTH STAFF AND RUCO PROPOSE AN ADJUSTMENT TO THE 

COMPANY’S PROPERTY TAX EXPENSE. PLEASE DESCRIBE THEIR 

ADJUSTMENTS AND WHETHER THE COMPANY ACCEPTS THEIR 

POSITIONS. 

The driving factor for the proposed adjustments is the different Assessment Ratios that 

are proposed by the parties. Staff recommends using a three year average (2014 through 

2016) Assessment Ratio of 18.5 percent; whereas, RUCO proposes a property tax 

assessment ratio of 19.0 percent based on House Bill 2001. The Company agrees with 

RUCO’s position and will adjust the Assessment Ratio to 19.0 percent consistent with the 

value listed in HB200 1 section 42- 1 5001 for the period “beginning from and after 
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December 3 1,20 13 through December 3 1,20 14”. Please see the Company’s rebuttal 

adjustment SM-5R on Schedule C-2 Rebuttal. 

BOTH STAFF AND RUCO PROPOSE AN ADJUSTMENT TO THE 

COMPANY’S INCOME TAX EXPENSE. PLEASE DESCRIBE THEIR 

ADJUSTMENTS AND WHETHER THE COMPANY ACCEPTS THEIR 

POSITIONS. 

Staff and RUCO both use a tax rate of 6.5% as contained in HB 2001 for the taxable 

years beginning from and after December 3 1,201 3 through December 3 1,2014. The 

Company is in agreement with their position and will update the tax rate to 6.5% in the 

calculation of CCWC’s proposed state income tax expense. Please see the Company’s 

rebuttal adjustment SM-6R on Schedule C-2 Rebuttal. 

RUCO ADJ #I PROPOSES A REVERSAL OF THE COMPANY’S DECLINING 

USAGE ADJUSTMENT. WILL YOU BE ADDRESSING THE COMPANY’S 

POSITION ON THIS ISSUE? 

No. Ms. Hubbard will address issues regarding RUCO’s proposed Declining Usage 

Adjustment in her rebuttal testimony. 

RUCO ADJ# 2 PROPOSES A DECREASE TO LABOR TO REMOVE 50% OF 

INCENTIVE PAY. PLEASE DESCRIBE THEIR ADJUSTMENT AND 

WHETHER THE COMPANY ACCEPTS THEIR POSITION. 

RUCO Adj #2 recommends a $14,090 decrease to labor. RUCO claims that incentive 

compensation programs can provide benefits to both shareholders and ratepayers, and 

based on that claim, the 50 percent allocation to shareholders should be removed. The 

Company does not agree with RUCO’s position. The incentive program used by CCWC 

is part of the employees’ base salary. The management incentive program contains 
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metrics designed to incent employees to 1) work safely by requiring achievement of an 

annual OSHA Recordable Incident Rate (“ORIR’) of 2.87,2) provide excellent customer 

service by setting goals for customer satisfaction of 85% combined with a billing 

accuracy target of 99.8% and metrics for the call center to answer customer calls 80% of 

the time within 30 seconds, and 3) achieve a target for capital investments to be 

completed on time and at or under budget. Each of these 3 targets is weighted at 30 

percent with the remaining 10 percent based upon achieving a financial target focused on 

earning the authorized rate of return. For field/operations employees, the targets are 

slightly different and are weighted at 40% for Safety, 40% for Customer Satisfaction and 

the remaining 20% has operational efficiency metrics such as decreased absenteeism, 

meter reading accuracy, and standard operating procedures depending on the functional 

group. 

IS ANY PORTION OF THE INCENTIVE COMPENSATION PROGRAM 

FINANCIALLY DRIVEN? .. 

Financial targets are only included in the incentive program for management employees. 

As stated above, 10% of the current incentive program is based on financial performance. 

The Company opposes disallowance of any of the employees’ incentive compensation 

but has quantified the financial component paid to be $2,8 18 which has been recorded in 

CCWC’s labor expense. 

RUCO’S INCOME STATEMENT ADJUSTMENT NO. 5 PROPOSES REMOVAL 

OF THE COMPANY’S WATER CONSERVATION PROGRAM EXPENSES OF 

$7,079. DOES THE COMPANY ACCEPT THEIR POSITION? 

No. Please refer to the rebuttal testimony of Mr. Jake Lenderking for more details as to 

why these costs are justified. 
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2. 

4. 

0- 

4. 

Q. 

A. 

Q. 

A. 

Q. 
A. 

RUCO’S INCOME STATEMENT ADJUSTMENT NO. 6 PROPOSES REMOVAL 

OF THE COMPANY’S TANK MAINTENANCE EXPENSES OF $202,184. DOES 

THE COMPANY ACCEPT THEIR POSITION? 

No. RUCO states that the major problem with the Company’s tank maintenance proposal 

is the known and measureable standard. The Company does not agree with RUCO’s 

position. Please refer to the rebuttal testimony of Mr. Stuck for more details as to why 

these costs are known and measurable and justified. 

HAS THE COMPANY MADE CONFORMING CHANGES TO THE INTEREST 

SYNCHRONIZATION CALCULATION? 

Yes. The Company has a conforming adjustment to interest synchronization based on 

rate base rebuttal adjustments. Please see Company’s rebuttal adjustment SM-7R on 

Schedule C-2 Rebuttal. 

ARE THERE OTHER ADJUSTMENTS THAT YOU HAVE NOT ADDRESSED 

HERE? 

No. I believe that all income statement adjustments have been addressed. 

DOES YOUR SILENCE ON ANY ISSUE RAISED BY ANY PARTY IN 

TESTIMONY INPICATE YOUR ACCEPTANCE OF THEIR POSITION? 

No. 

DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY IN THIS CASE? 

Yes. 
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FOIUZWORD 

To the National Association of Regulatory Utility C o d s i o n e r s  (NARUC): 

In 1937, realization of the importance of depreciation in public utility regulation 
prompted the National Association of Railroad and Utilities Commissioners to create a Special 
Committee on Depreciation. In 1939, that Committee! was reconstituted under the reissued 
constitution adopted by the Association and given the status of a standing committee. A series I 

of extended meetings was held by the Committee in the ensuing years, leading to the publication 
of a comprehensive report in 1943 on the entire subject of depreciation in public utility 
regtilation. That report, an informative text on utility depreciation, was used by regulatory 
commissions and their staffs for many years and is still referred to today. 

In 1961, the duties of the C o d t t e e  on Depreciation were assigned to the Committee- 
on Engineering, Depreciation and Valuation. Upon further consideration, the Staff 
Subcomxnittee on Depreciation was formed in May 1962. In September of that year, the 
Subcommittee decided to compile a Manual of Depreciation Practices using the 1943-44 Report 
of the NARUC Committee on Depreciation as a base. Emphasis was placed on the development 
of a manual which would be useful particularly to Commissions and C d s s i o n  staffs. Work 
ensued over the next several years, nhlting in publication of a manual of Public UziZizy 
Depreciation Pmcrices in December 1968. 

Time has proven the value of the 1968 manual, as it has well served the multitude of 
regulatory Commissioners and their staffs for many years. In the fall of 1984, however, the 
NARUC Engineering Committee questioned whether work should cornme= on revising the 
1968 manual. After seeking and receiving input from the state commissions, it was decided to 
revise the manual and the work was assigned to the Staff Subcommittee on Depreciation. By . 
early 1986 a proposed outline for the revised manual was developed, but work on the project 
did not begin in earnest until mid-1988, At that time the Staff Subcommittee on Depreciation 
was composed of the following members: 

. 

Darrell A. Baker, Alabama, Chair 
Alyson Anderson, Idaho 
James J. Augstell, New York 
David J. Berquist, Michigan 
Jack Butler, Arkansas 
Eric de Gruyter, West Virginia 
Edward H. Feinstein, FERC 
Michael J. Gruber, Pennsylvania 
E. C. Hostettler, ICC 

William Irby, Virginia 
Ramesh U. Joshi, California 
Ben Kitashima, FERC 
Daniel C. McLean, Washington 
Kenneth P. Maran, FCC 
Noel 3. Sheehan, IRS 
Mark Wilkerson, Florida 
Steve Wilt, Oklahoma 

In late 1988, the first assignments of specific chapters of the manual were made to 
several Subco mmittee members and work on the text commenced. At a subcommittee meeting 
in Oklahoma City in June 1989, several key decisions were made regarding the best way to 
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redefine net salvage and retirements to eliminate the effect of reused material. Reuse salvage 
is further discussed in Chapter III. 

The sensitivity of salvage and cost of retirement to the age of the property retired is also 
troublesome. Due to inflation and other factors, there is a tendency for costs of retirement, 
typically labor, to increase more rapidly than material prices. In an increasing number of 
instances, the average net salvage is estimated to be a large negative number when expressed 
as a percentage of original cost, sometimes in excess of negative 100%. This may look 
unrealistic but is appropriate <and necessary so that the required cost allocation occurs. 
Nonetheless, a careful analysis of retirements should be made to determine if such large negative 
net salvage values a= due to unusual circumstanCes. An example is the retirement of old cast 
iron gas mains in congested metropolitan areas. Due to urban renewal, a utility may have a 
significant amount of such activity for a few years. Since most of the investment in this account 
may now be in plastic mains in rural or suburban areas where access is easier, the removal of 
old cast iron gas mains at today's cost may not be representative of the costs that can be 
expected for plastic mains. 

While this situation should not impose inmumountable difficulties from a depreciation 
expense or cost allocation perspective, it presents an interesting problem from the standpoint of 
the rate base. Since rate base is generally the difference between book cost and accumulated 
depreciation, the provision for negative salvage further decreases the rate base. If the original 
book cost for old plant is less than the accumulated provision for depreciation, the rate base 
could be a negative amount. 

As the foregoing discussion indicates, gross salvage, in contrast to service life, is usually 
small in its overall effect on calculating a depreciation rate. Cost of retirement, however, must 
be given careful thought and attention, since for certain types of plant, it can, be the most critical 
component of the depreciation rate!. 

I 

* 

Group Pian 

The group plan of depreciation accomtm ' g is particularly adaptable to utility property. 
Rather than depreciating each item by itself (unit depreciation) or depreciating one single group 
containing all utility plant, a group contains homogeneous units of plant which are alike in 
character, used in the same manner throughout the utility's service territory, and operated under 
the same general conditions. 

Of course there will be different lives for individual units within groups. For example, 
poles are generaliy combined in a single group. Some poles will be retired because of storms 
or automobile accidents. Some will decay, some will be displaced due to road relocations and 
some will be retired because of underground replacements. However, they are combined in the 
same group because they are homogeneous units. Years ago when some poles were untreated, 
there was a need for a separate grouping as these poles were more susceptible to decay and 
termite infestation than treated poles. Likmise, concrete poles have unique characteristics and 
qualii to be grouped separately from wood poles. Buried, aerial, and underground (in conduit) 
cables are further examples of the same type of plant receiving different grouping because of 

. 
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different characteristics. Generally speaking, smaller groups yield more accuracy, but there are 
diminishing returns because lliore detailed accounting records are required. 

Most utilities group properties by account and in some cases subaccount. Studies are 
made by using various procedures to determine the appropriate life and salvage factors. These 
procedures involve different forms of grouping for weighting purposes and should not be 
confused with the group concept of depreciation. Such weighting procedures include average 
life group, broad group, vintage group and equal life group. These weighting procedures are 
discussed in more detail in Chapter IX. 

Depreciation in Taxation 

No discussion about depreciation concepts would be complete without mentioning the 
interest and the role of the federal government regarding depreciation practices and their effect 
on the nation's economy. In the early 1950s the federal government recognized that industry 
expansion and modernization programs were financed to a considerable degree by internally 
generated funds from depreciation accruals. Further recognition of the fact that such programs 
benefitted the national economy generated additional interest in depreciation. Using the 
depreciation deduction for income tax purposes as its vehicle, Congress extended financial 
incentives to industry to expedite and magnify expenditures for new plant in the Intemal Revenue 
Act of 1954. That Act permitted companies, including utilities, to use either the declining 
balance or sum-of-the-years-digits method to calculate depreciation expense for tax purposes. 
Under these accelerated methods, companies could claim higher depreciation expense deductions 
in the early years of plant life. The resulting reduction in taxes paid and normalization 
accounting for deferred taxes provided more funds for other corporate purposes, including plant 
expansion and modernization. 

Since the 1954 Act, the federal government continued to amend depreciation policy. In 
1962, guideline lives were established to be used in calculatirig annual depreciation expense. 
Guideline lives are lives provided by the Internal Revenue Service (IRS) instead of actual service 
lives based on individual company experience. The Asset Depreciation Range system, adopted 
in 1971, allowed taxpayers to vary the guideline lives up to 20%. After August 1 , 1969, a 
utility could continue to flow through to its customers the benefit of accelerated depreciation 
unless its regulatory body allowed a change to normalibation accounting. In 1981, the Economic 
Recovery Tax Act terminated flow-through of tax timing differences on investment placed in 
service after January 1981. Additional tax changes continued to evolve, such as those in the Tax 
Reform Act of 1986 and the National Energy Policy Act of 1992. 

Most utilities operate under prescribed systems of accounts which do not allow 
accelerated depreciation for regulatory accounting purposes. If these utilities elect to use 
accelerated depreciation for income tax purposes, a difference between book and tax depreciation 
expense occurs. 

It is important to note the difference in purpose of book depreciation and tax 
depreciation. Book depreciation is a cost allocation process used to satisfy specific accounting 
and regulatory principles and requirements, whereas tax depreciation provides additional tax and 
financial incentives unrelated to the strict cost allocation process. 

I 
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CHAPTER IV 

DEPRECIATION ACCOUNTING 

The Basic Accounting Concept 

Basically, depreciation accounting is the process of charging the book cost (generally 
stated as original cost in utility accounting) of depreciable property, adjusted for net salvage 
value, to operations over its useful life. The accounting principle upon which depreciation is 
based is called the matching principle. Under the matching principle, expenses are assigned to 
accounting periods in a manner that matches expenses with revenues. Because depreciable assets 
are acquired for use in the earnings process over a period of years, the matching principle 
requires that a portion of the cost of the assets be charged to depreciation expense each period 
to properly measure net income. When depreciation expense is recorded, the net book value of 
the properly is simultaneously reduced by an equal amount. 

Why operational assets give rise to an expense each accounting period can be best 
understood if the investment in an operational asset is viewed as a prepaid expense. An 
operational asset is acquired for use over a number of years. Moreover, it is known at the 
outset that the asset has a finite llseful life, and that the value of the asset will be substantially 
diminished at the end of its useful life. The decline in the value of the asset during its useful 
life is an expense of operations related to the entire period. Depreciation accounting estimates 
that expense based on life and salvage estimates and allocates a portion of the expense to each 
accounting period. 

It should be emphasized that the primary objective of depreciation accounting is the 
allocation of cost to expense rather than valuation of the asset. Although the net book value of 

cost has been charged off to expwse. The resulting net book value is not intended to reflect the 
current market value of the property. The net book value is, however, an important measure 
of the adequacy of depreciation estimates. 

Generally accepted accounting does not require any specific method of determining 
depreciation expense. It only requires that the method used to allocate the cost of assets to 
accounting periods be systematic and rational. Thus, a variety of methods are mcountered in 
accounting practice. Depreciation may be computed on individual assets or on groups of assets. 
Also, it may be computed on a straight-line basis by which equal amounts an charged to each 

period or on an accelerated basis by which greater expense is assigned to the early years of an 
asset's lie rather than to the later years. Alternatively, unit of production depreciation is based 
on the ratio of the number of units produced during the accounting period to the expected total 
production. The product of this ratio and the cost of the asset yields the depreciation expense. 
Depending on the circumstances in each case, all of these methods will produce acceptable 
results and will meet the general test of being systematic and rational. 

In u t i l i  accounting, depreciation is usually computed on a straight-line, group method. 
The asset groupings and the depreciation rates applied to each group are often prescribed 

* 

the asset is reduced in recording depreciation, this merely recognizes that a portion of the asset I 

I 
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periodically or reviewed by a regulatory commission. The depreciation rates are related to the 
underlying asset life and salvage data to insure that they remain consistent with actual operations. 

Depreciation, Depletion, and Amortization-Differences 
** 

With regard to operational assets, the tern depreciation, depletion, and amortization all 
relate to the process of matching the consumption of property with revenues through periodic 
charges to expense. The tern are not synonymous, however. The primary distinction between 
the terms is the types of assets to which they relate. Depreciation relates to the expiration of 
tangible fxed assets such as buildings and equipment. Depletion relates to the extraction or 
consumption in operations of natural resources such as timber tracts, oil wells, and mineral 
deposits. Amortization is the term used to describe the periodic allocation of costs reflecting 
the expiration of intangible assets such as patents, copyrights, and leaseholds. Amortization is 
also used as a general term to describe other periodic allocations in accounting as discussed 
below. 

In addition to the types of assets involved, depreciation, depletion, and amortization may 
be distinguished somewhat by the manner in which periodic charges are determined. As noted, 
a variety of methods are used to compute the periodic charges of depreciation expense. This 
same latitude does not generally extend to deple$ion and amortization. Because depletion relates 
to the extraction of natural resources, it is gknerally detemhed by the unit of production 
method. A rate per unit of output is developed which is applied to the numbex of units produced 
during the accounting period to arrive at the cost of depletion for the period. Amortization is 
generally determined on a strai@-line basis. The cost to be amortized is divided by tbe number 
of periods of use to determine the amount to be charged equally to each period. 

To the extent possible, the distinction between depreciation, depletion, and amortization . 
should be recognized in accounting for operational assets, and each should be computed and 
recorded separately in the accounts. It should be noted, however, that the term amortization is 
a general term used in accounting to describe various types of periodic apportionment, some of 
which do not even involve assets, such as the amortization of debt discounrs. Because of the 
general nature of the term, amortization is sometimes used in reference to depreciation. 
Moreover, amortitation is commonly used to describe the periodic allocation of costs of tangible 
fixed assets in special circumstances such as allocations over a period of time not related to 
useful life. Where tangible property is dependent upon the period of exhaustion of natural 
resources, as, for example, a branch line leading to timber or mines, the process of accounting 
for the consumption of plant is often termed "amortization" rather than "depreciation." 

In practice, depletion and depreciation are sometimes treated jointly in the accounts with 
a consequent disappearance of, or disregard for, the technical distinction between the terms. A 
single factor is applied to the aggregate of a number of accounts that include costs of extractive 
rights, construction, and other cost elements. Such a factor often represents the ratio of the 
actual number of units produced during the period to the estimated number of units available for 
extraction. 

For federal income tax purposes, depletion may be computed using the statutory or 
percentage method permitted by the Internal Revenue Code rather than the procedures discussed 

. .  
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I ~ This simplified example illustrates the basic accounting entries involved in recording 
depreciation. The estimated life and salvage factors used to compute depreciation a'nd the actual 
life and salvage were the same; however, this rarely occurs in practice. 

Comparison of Group and Unit Depreciation 

The difference in the entries for group and unit depreciation is in the recording of 
retirements. Because the estimated life and salvage factors used to compute depreciation and 
the actual amounts reflected in the retirement entries were the same, the entries in the p&cding 
illustration would be the same whether the depreciation was computed on a group basis or a unit 
basis. If the actual life and salvage were different from the estimates, the retirement entries, 
would be different for assets depreciated on a unit basis than for assets depreciated on a group 
basis. 

Under unit depreciation, life and salvage is estimated for individual assets and 
depreciation is recorded on that basis. Because of this, the accumulated depreciation and net 
book value (i.e., cost less accumulated depreciation) for individual assets can be determined at 
any time. When an asset is retired, theefore, the net book value is compared to the net salvage 
received (net salvage is the proceeds received from the disposition of the retired asset less cost 
of removal). If net salvage exceeds net book value, the retirement results in a gain, and if net 
salvage is less than net book value, the retirement results in a loss. Gains and losses for 
retirement of assets are recorded in the period that the retirement occurs. 

Under group depreciation, no gain or loss is recognized for retirement of individual 
assets. Upon retirement of an asset from the group, the cost of the asset is debited to the 
accumulated depreciation account and credited to the asset account. Any gross salvage received 
for the retired asset is credited to the accumulated depreciation'account and any cost of removal 
is debited to the accumulated depreciation account. Under group depreciation, since the 
accumulated depreciation relates to the entire group rather than to specific assets within the 
group, no gain or loss is recognized. This assumes that the p u p  depreciation rate is accurate 
for the p u p  as a whole and that the cost of the retired asset, net of gross salvage and cost of 
removal, is being fully provided for in the accumulated depreciation account. 

Clearing Accounts 

Clearing accounts are special accounts which serve to accumulate costs temporarily until 
the costs can be allocated to other related accounts. For example, if the accounting objective 
is to assign all motor vehicle expenses to functions and activities supported by the use of motor 
vehicles, the costs associated with motor vehicles are first accumulated in a motor vehicle 
expense clearing account and then allocated to the functions and activities supported by motor 
vehicles based on a usage factor. A motor vehicle expense clearing account is used because the 
expenses associated with motor vehicles canaot be assigned to the final accounts at the time 
incurred. For example, if motor vehicles support both the maintenance of existing assets and 
construction of new ones, part of the motor vehicle costs would be cleared to maintenance 
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COMPUTING DEPRECIATION 

Previous chapters have established that depreciation is an element of cost of service, that 
a charge to expense is made each accounting period, and that under practically all systems of 
accounts, the contra entry is a credit to the depreciation reserve. This chapter deals with 
methods, procedures, and techniques used in computing the depreciation charge, Method refers 
to the pattern of depreciation in relation to the accounting periods, or in some cases, usage. 
Procedure generally refers to the grouping of assets or the fonn of the depreciation base. 1 

Technique references the portion of the average life used in the calculation of depreciation. 
It is assumed that a depreciation base or Series of bases has been selected. In keeping 

with the discussion of concepts in Chapter II, the objective of computing depreciation is to allocate 
the cost or depreciation base oyer the property’s service life by charghg a measure of the consumption 
of plant taking place to each accounting period. The different depreciation methods aie designed 
to achieve this objective. Some estimate of fitk conditions is inherent in all methods, and provision 
for review and adjusmrent of these estimatis may inthrence the selection of a method of computation. 
The subject of periodic review is discussed in Chapter XIII. 

i 

The Measurement of Asset Consumption 

Given the objective of allocating an asset’s cost over its service life, it becomes almost 
axiomatic that the life-either average service life, remaining life, or some related measure-will 
enter into the computation of depreciation. Consider furthcr the charging of a measure of consumption 
to each accounting period, and age becomes, a priori, a part of the computation. The dominance 
of the so-called age-life plans today stems fmm these premises. In Chapter I it was noted that 
many earlier methods utilized other plans. A review of the age-life methods in general with some 
of the other surviving methods follows. 

Age-Life Methods - The Deureciation Rate 

Common to all age-life methods is an estimate of service life and an apportionment of 
expense to each year or accounting period so that the total cost is recovered over the life of the 
asset. Generally the depreciation base adjusted for any estimated net salvage is used as the total 
sum to be recovered. In straight-line unit accounting, thc estimated life is used as a divisor to 
directly determine the dollars to charge as expense. In group accounting and for mass property 
accounts, the charge to expense is computed by first determining a depreciation rate. It is common 
practice to express this as an annual percent. To determine expense, the rate is then applied to 
the depreciation base each year or accounting period. As additions and retirements take place, 

51 
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the rate is applied to the revised balances. Adjustments to the rate are made to confoq to shorter 
accounting periods. For example, with monthly accounting, one-twelfth the annual rate may be 
applied to each month’s balance. 

The age-life methods take several forms. In the simple straight-line form, the rate is held 
constant and changes are made only when revised estimates of life or net salvage occur. In the 
sinking fund method, an annuity rate is used and interest on the accumulation of depreciation 
is added. In the d e c l i i  balance method, a constant rate is used but it is applied to the net plant. 
In the sum-of-the-years-digits method, tbe rate varies with age resulting in recording more expense 
in early life and less in later life. 

In all these methods, two estimates are required, one of service life and the other of net 
salvage, eachof which is the subject of a subsequent chapter. With these estimates plus ajudgment 
selection of the precise method to be used, it is apparent that the cost assignable to each accounting 
period is also an estimate. The estimate can be improved by using objective statistical studies, 
comparative analysis with like plant, and periodic nviews that take into consideration both historical 
experience and, to the extent possible, future expected circumstances. All these aid in producing 
reasonably accurate results, particularly where large numbers ofunits of plant are involved. Because 
the end result is necessarily still an estimate of the future, some form of periodic review has become 
accepted practicein most depreciation work. Factors causing retirement do change, and ”accurate” 
estimates made at one time may no longer hold true a few years later. 

Because reasonable estimates at any time are attainable, and age-life methods directly meet 
the depreciation objective, age-life methods are favored by all accounting,-regulatory, and tax 
depreciatianph. D e p a r t u r e s f r o m a g e - l i & m e t h o d s ~ s p e c i t i c ~ s u c h a s ~ ~  
obsolescence or consumption not related to age. 

The unit of production method is similar to age-life methods except that in place of an 
estimate of life, total service in terms of units of production is estimated. For example, miles 
of operation, hours of operation, or unit volume of throughput have been used to estimate useful 
life. Where plant may stand idle for periods of time and then be brought into productive operation 
for varying smcks, the unit of proctuctionmethod may offa a m ~ e  aaauate measure of depreciation. 
The crucial tests are whether total service can be more accurately forecast in production units 
or in years of life span and whether consumption is entirely unrelated to age or is reasonably 
related to age. 

In the transportation field, this method has been applied using miles of operation, ton-miles 
hauled, or hours of operation. Some gas pipeke companies owning gas producing property employ 
the unit of production method to depreciate certain classes of property. This unit rate is expressed 
as cents per thousand cubic feet (Mcf) and is generally computed by dividing the unrecovered 
investment less estimated net salvage by the estimated recoverable Mcf of gas reserves. In both 
these applications, it is argued that the total production can be more accurately estimated than 
the service life. This was probably more true in the past. Today, rapid changes in technology 
oftencause retirementeventhoughtheequipmentisstillfunctionalandstillhasasubstantiairemaining 

!I 

i 
2 
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In utiity rate making, the sinking fund (compound interest) method can be applied with 
either a depreciated or undepreciated rate base. The depreciation expense used with the depreciated 
rate base is the total accrual of the d t y  plus interest. This is sometimes termed the modified 
sinking fund method. The depreciation expense to be used with the undepreciated rate base is 
the anrmity only. The two results will give the same total cost of service if the interest rate and 
the rate of rem are the same. If an interest rate less than the r a ~  of return is used, only the 
modified sinking fund method avoids an overallowance for return. 

Equalizing return and depreciation under the sinking fund method ignores the many other 
utility costs which are seldom equal from year to year. Compared to the straight-line method, 
the sinking fund method produces lower early accruals and higher accruals in the later years. 
This difference increases with an increase in interest rate. Conversely, sinking fund advocates 
say that the straight-line method is a sinking fund solution with an interest rate of zero. The heavy 
accruals due to greater interest toward the end of a property's life can produce wide differences 
between the accumulated accruals and the cost being recovered if retirements occur only a year 
or two from the estimated time. In other words, 'the sinking fund method requires closer accuracy 
in service Iife and net salvage estimates. 

The sinking fund and related interest methods were widely adopted at the time retirement 
a=lreplacement==lntwz ' were behg discontinued. At that t h ~ ,  they caused substantial increases 
in depreciation expenses for many companies. The sinking fund method is rarely used today due 
to the advance of tax depreciation, first on a straight-line basis and now with more "liberalized" 
methods; problems of annuity mathematics; and difficulties of proper acpals  near the end of 
a property's life. 

summarv 
The straight-line method is almost universally used in the utility rate making process. 

The particular procedure used will vary dcpcnding upon the regulatory jurisdiction involved. 
The accelerated methods identified above are not generally used for regulatory purposes. 

The Internal Revenue Service has permitted their use, and modifications of them, in computing 
tax depreciation, along with other specialized depreciation procedures for taxes. Interest methods, 
such as the sinking fund method, are no longer in general use. 

Category Grouping Procedures 

The group plan of depreciation accounting is particularly adaptable to utility property but 
raises m y  questions concerning the makeup of the group or category selected for analysis. 
Rather than one single group containing all  utility plant, each group should contain homogeneous 
units of plant that are generally alike in character, used in the same manner throughout the plant, 
and operated under the same general conditio*. However, even within the framework of this 
definition, it must be realized that there will be differences in the lives of the individual units. 

Consider the case of poles. Some poles will be retired because of s t m  or other casualties, 
some because of public convenience or decay, some because of the substitution of underground 
for aerial facilities, and many more for a combination of the several causes of retirement. There 
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~ will be a wide dispersion of retirements by age. What then is the proper grouping-for a study 
of poles? Should it be all of the poles owned by the company analyzed en masse? This has not 

” always proven satisfactory because there was a time when it was evident that the life characteristics 
of untreated poles differed materially from those of treated poles. Accordingly, during the time 
when untreated poles were substantial in number, it was appropriate to study poles in two separate 
categories: untreated and treated. 

Regardless of which depreciation method is used, several alternatives are available for 
grouping individual plant units within a depreciation category. The most commonly used grouping 
procedures are as follows: 

J 

1. 

2. 

3. 

4. 

The Sinele Unit. Under this procedure each unit of property is depreciated 
separately. Because the procedure requires separate record-keeping for 
each unit, it is not practical for most types ofproperty. Thus, it is not widely 
used by utilities. 

. 

The Broad GrouD. Under this procedure all units of plant within a particular 
depreciation category, usually a,plant account or subaccount, are considered 
to be one group. The BroadGroup is widely used and produces reasonably 
stable depreciation rates from year to year because of its averaging effects. 
It is a procedure that requires at least accountin5 records of annual additions 
and balances. Retirements by vintage are desirable. 

- 

_The Vintape G~OUD. Under this procedure each vintage or placement year 
within the depreciation category is considered to be a separate group, This 
combines, into one group, all of the poles placed in a single calendar year, 
or vintage. Even within each vintage group there will be dispersions of 
retirements by age, due to the many causes of retirements mentioned above. 
This requires that each vintage group be analyzed separately to determine 
its average life; all vintages are cornposited to produce the average service 
life for the plant class. Then the depreciation rate’ may be based on this 
estimated average service life of the units making up the group. 

Eaual Life G ~ D  (ELG). Under this procedure the plant units are 
grouped according to their service lives, with the units from each vintage 
expected to experience the same service life being included in the same life 
group. This procedure permits accruing the full cost of the shorter-lived 

Units bear only their own costs. This is accompljshed by dividing each vintage 
group (plant placed in a single year) into smaller groups, each of which 
is limited to units that are expected to have the same life. This distribution 
is based on life tables developed from the recorded experience, with respect 
to the mortality of utilityplant. Whilc it is notpibleto iden$fy the hdivkhl 
units of plant that will have a given life, it is possible to estimate statistically 
the number of units or dollars of plant in each equal life group, provided 

units to the depeziatimreserve wbilethey axe inservice. nlusthe longer-Iived 
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mortality data were accumulated. The prediction of future retirement patterns 
is also necessary in application of the vintage group procedure. However, 
ELK3 is much more sensitive to these predictions. Eu; m y  be expected 
to produce greater fluctuations in depreciation expense from year to year 
than the broad group pro&&. 

The Broad Group procedure does not require that an assumption be made concerning the I 

b 

shape of the appropriate survivor curve (see Chapter Vl) in the grouping process. However, 
Vintage Group, as generally applied, and ELG require such a determination. ELG depends upon 
the survivor curve forecast to deterrmne ’ the subgroups. With the FCC’s agreement, the I?LG 
procedure has been widely adopted by telephone companies subject to FCC jurisdiction. Some 
of the state commissions, however, have disallowed its use for intrastate rate making on both- 
practicaiandtechnicalgnnurds. TheViutageGroupandEqualLifeGroqproceduresarediscussed 
in more detail in Chapter XII. 

Application Techniques 

There are two techniques commonly used to determine the depreciation rate to be applied 
to a utility’s plant depreciation categories: Whole Life and Remaining Life. - 

Whole Life 

The Whole Life technique bases the depreciation rate on the estimated average service 
life of the plant category. Whole life depreciation results in the allocation of a gross plant base 
over the total life of the investment. However, to the extent that the estimated average service 
life assigned tuxns out to be incorrect, (and precision in these estimates cannot masonably be expected), 
the Whole Life technique will result ma depreciation resave imbalan;e. For example, such o v e r - d  
or under-accrual may remain in the reserve indefinitely unless offset by later overages or underages 
in the opposite direction. However, when a depreciation reserve excess or deficiency is reasonably 
certain, the Whole Life technique may be modified to include an adjustment to the accrual rate 
designed to eliminate the reserve imbalance in the future. For example, a special amortization 
of the difference may be allowed. 

, 

Remai& Life 

The Remaining Life technique seeks to recover the undepreciated original cost less future 
net salvage over its remaining life. With this technique, the gross plant less book depreciation 
reserve is used as the depreciable cost and the rCmaining life or future life expectancy is used 
inthe denominator. The formulais: I * 
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B - U - C '  
E 

D =  

where D is the depreciation expense or annual accrual 
where B is the book cost of the Gross Plant 
where U is the book depreciation reserve at start of the year 
where C'is the Estimated Future Net Salvage in dollars 
where E is the Estimated Average Remaining Life 

The following fomula is used to e v e  at the depreciation rate in percent: 

This rate may also be derived by dealing entirely in percentages as follows: 

depreciation rate 100- u - c' 
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where, in percent reserve, u = ~ x l O O  B 

C’ where, in percent future net salvage, c ’  = - B 

65 
I f  

(14) 

A review of the depreciation reserve is appropriate at the commencement of use of the 
remaining life technique to ensure consistency with prior accounting and regulatory policies. 
The desirability of using the ~maining life technique is that any necessary adjustments of depreciation 
reserves, because of changes to the esthatks of life on net salvage, are accrued automatically 
over the remaining life of the property. Once commenced, adjustments to the depreciation reserve, 
outside of those inherent in the remaining life rate would require regulatory approval. 

r 

The Depreciation Model 

The foregoing sections of this chapter discussed several depreciation Methods (e. g., Unit 
of Production, Straight-Line, Declining Balance), Procedures (e.g., Broad Group, Vintage Group, 
Equal Life Group) and Techniques (Whole L i e  and Remaining Life). A complete ”depreciation 
model” is composed of a Method, a Procedure and a Technique, e.g., Straight-Line, Vintage 
Group, and the Remaining Life techniques. Subsequent chapters will also utilize this terminology. 



176 PUBLIC U T m Y  DEPRECIATION PRACTICES 

Comparison of ELG and VG Procedures 

In comparison with the VG procedure, the ELG procedure results in annual accruals that 
are higher during the early years of a vintage’s life, thereby causing an increase in depreciation 
expense and revenue requirements during these years. In 1981, when the FCC began to permit 
use of ELG for new plant additions for the telephone industry, it chose a 3-year phase-in period 
to reduce the immediate impact on both depreciation expense and revenue requirements. 

The difference between the two procedures is the timing. of depreciation accruals. The 
VG procedure treats each unit as if its life is equal to the average-life of the group, where the 
group is all investment placed into service in a specific year (vintage) for a particular plant 
account. Using the ELG procedure, the investment in each vintage is further divided into 
subgroups. All of the property in a subgroup is expected to have the same life. For example, 
the items within a vintage which are expected to live one year are grouped together; the items 
expected to live two years are grouped together.. . In Table 12-7, thrs equally priced items of 
plant (A, B, and C) are placed in the vintage year and expected to live one, two, and three 
years, respectively. The average service life of the three units under the VG procedure is two 
years. 

TABLE 12-7 

Using the ELG procedure, item A which has a life of one year, will have a depreciation 
rate of 100%. Item B has a depreciation rate of 50% for each of two years and item C has a 
depreciation rate of 33.3 % for each of three years. Under the VG procedure, the average-life 
of two years is used to develop the composite vintage depreciation rate of 50% which is used 
each year. Table 12-8 provides a comparison of the depreciation accruals under each procedure: 
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TABLE 128 

EFFECT OF PROCEDURES ON ACCRUALS 

177 

ELG Procedures VG Procedures 

I 

I Total Accruals 1 VG = 3.0 ELG = 3.0 I 
In the example above, the three items are fully recovered at the end of the three-year 

period using either the ELG or VG procedures. Although this example contains only one 
vintage, in actual application a depreciation group generally contains many vintages, with older 
vintages retiring and new vintages being added annually. Table 12-9 compares the ELG and VG 
depreciation rate in an example containing three vintages, each with a different forecast life. 

TABLE 12-9 

EFFECT OF PROCEDURES ON RATES 

The Depreciation Accruals-ELG Method Table in Table A details the total depreciation 
accruals for all three vintages calculated under the ELG procedure for activity years 1987 
through 1992 using the depreciation rates given in Table 12-7. The Depreciation Accruals-VG 
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Method Table in Table A details the total depreciation accruals for all three vintages calculated 
under the VG procedure for activity years 1987 through 1992. A comparison of the depreciation 
rate and accruals for each activity year using both the ELG and VG procedures is given in Table 
12-10. 

TABLE 12-10 

EEFECT OF DIFERRENT PROCEDURES ON 
DEPRECIATION RATES AMD ACCRUALS 

I ELG 

Activii)l I Depreciation 

Year 1 Rate 

1987 

1988 

1989 

1990 

1991 

1992 

45.7% 

33.4 

27.1 

21.1 

18.0 

15.8 

Accruals - 
$22,850 

40,040 

54,280 

35,940 

25,170 

17,350 

VG 

. Deprecialion 

Rate 

33.3% 

25.9 

21.9 

21.4 

20.7 

19.7 

Accruals 

$I 6,650 

31,080 

43,730 

36,360 

28,990 

21,620 

From Table 12-10 it can be seen that when plant is growing (activity years 1987 through 1989) 
the ELG rate andiaccruals will always exceed the VG rate and accruals. As the plant begins to 
decline (1990-1992), the VG rate and accruals will increase and eventually exceed the ELG rate 
and accruals. In a growing account however, a crossover point may never occur. 
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TABLE A 

DEPRECIATION ACCRUALS-VG METHOD 

Beginning of Year 

I-I-I987 

I987 Vintage 

I-1-1988 

1987 Vimtage 
1988 Vintage 

I988 Composite 

1-1-1989 

1987 Vintage 
I988 Vintage 
I989 Vintage 

1989 Composite 

1-I-1990 

1987 Viitage 
1988 Vintage 
1989 Vintage 

1990 Compolpite 

I-I -1991 

I987 vintage 
1988 Vintage 
1989 Vintage 

1991 Composite 

1-1-1992 

1987 Vintage 
1988 Vintage 
1989 Vintage 

1992 Composite 

Placements 

($1 
SO, 006 

80, OOU 

loo, 000 

0 

0 

0 

Retirementi 

(8 

IO, oou 

10,000 
10,000 

10,000 
10,000 
1 0, 000 

10,000 
10,000 
10,000 

10,000 
10,000 
10,000 

0 
10,000 
10,000 

Depreciable 
Base 

(le) 

50,000 

40,000 
80,000 

I20,OOO 

30,000 
70,000 

100.000 

200,000 

20,000 
60,000 
90.000 

170,000 

10,000 
SO, 000 
80.000 

140,000 

0 
40,000 
70,000 

I1 0,000 

33.3 

33.3 
22.2 

25.9 

33.3 
22.2 
A 18 2 

21.9 

33.3 
22.2 
A 18 2 

21.4 

33.3 
22.2 
18.2 
20.7 

0.0 
22.2 
A I8  2 

19.7 

VG 
Accruals 

16~6% 

13,320 
17.760 

31,080 

9,990 
15,540 
18.200 

43,730 

6,660 
13,320 
16.380 

36,360 

3,330 
11,100 
14.560 

28,990 

0 
8,880 

12,740 

21,620 
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CRAPTERXIV 

DEPRECIATION EXPENSE ANI) ITS EFFECT ON THE UTILITY’S 
FINANCIAL PERFORMANCE 

Revenue Requirements 

In the traditional rate base rate-of-return environment, customer rates and utility costs are 
components of a utility’s revenue requirement. The revenue requirement is calculated by 
summing operation and maintenance expenses, depreciation expenses, taxes other than income 
taxes, income taxes (current and deferred), and a return, which is the product of rate base and 
cost of capital. 

Depreciation has a profound effect on the revenue requirement of a utility, and for many 
utilities, depreciation expense represents a large percentage of total operating expenses. In 
addition, deferred income taxes, rate base, and cost of capital are all affected by the depreciation 
practices of a utility. 

Rate Base 

The effect of depreciation on rate base is detailed by accounting entries in the 
accumulated depreciation account. This is considered a contra asset account, which reduced rate 
base. As depreciation expense is recorded, an equal amount is added to the accumulated 
depreciation account each period. These amounts accumulate untiI the plant is retired. At that 
time, the accumulated depreciation is reduced, by the book (original or gross) cost of the 
retirements and cost of removal. Any gross salvage received increases the accumulated 
depreciation account, as shown below’ 

Some jurisdictions allow gross salvage and cost of removal to be treated as current 
revenue and current expense, respectively, having no effect on rate base. 

195 
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Total Life 
A term sometimes used to represent the sum of the age and the remaining life. Not to be 
confused with average service life. 

Type Curves 
Generalized survivor curve families, for example, Iowa, h, and Bell curves. 

Unit Depreciation Procedure 
The depreciation procedure in which each plant unit (retirement Unit) is accounted for 
individuaIly in the depreciation process, as compared to "group" depreciation procedure. 

Unit of Production Method 
A straight-line depreciation method that allocates the depreciable base to expense on a "use" or 
production basis using, for example, miles, megawatt-hours, or cubic feet, as opposed to 
allocation of the depreciable base over the average service life in years. 

Unit Summation Procedure 
&g Equal Life Group. 

units of Property 
The terms in which quantities of plant are expressed, for example, dollars, poles, sheath-feet, 
lines, .... 
Unrealized Life 
That portion of the average life of a vintage group expected to be realized subsequent to the 
study date. Realized life plus unrealized life equals ?he vintage group average life. 

Vintage Group 
Plant placed in service during the same year. Vintage Year, 

We-Equaf 3Jie Group Procedure 
Tbe avenge lifk a€ a vkfagc is calculated by dividing the number of surviving units or dollars 
h &e vintage by the sum of" the accrual weights, Le., investment divided by life) for all of the 
swhing equal 1ifE grmtps. 

vimge Aiwrage LIfB-%I€&p &aap l%Qc&m% 
life of a vintage lculated by &vk%ng the total unit-years or dollar-years lived 

thdng tha: total life of the vhktge by the 06&& number of units or dollars in the vintage. 

Vintage Group Procedure 
is procedure a& vintage w~ the depreciation category is considered to be a separate 

gr~ulp. 'This requires that each viatag@ p u p  be analyzed separately to determine its average 
life% and tkmthe average lives of all vintages are cornposited to produce the average service life 
fm the plant elass, 
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Generic Evaluation of the Regulator Impacts from the Use of Non-TraditionaI Financing 
Arrangements by Water Utilities and Their Affiliates. ' 

Staff recommends: 

1. Consideration of authorizing utilities to record and defer depreciation and a cost 
of money using an Allowance For Funds Used During ConsTruction ("AFUDC") 
rate on qualified plant replacements2 for up tu 24 months3 after the in-service date 
to mitigate the effects of regulatory lag. 

2. Consideration of allowing acquisition premiums and/or a premium on the rate of 
return on a case by case basis and subject to certain conditions, in those cases 
where the impacts may be offset to some extent by the effects of operational 
improvements. If granted, acquisition premiums would be subject to review and 
re-justification in future proceedings. 

3. Consideration of establishing a mechanism to recognize the effect of defays in the 
processing of rate cases when applicant is not culpable for those delays. 

' Staff will prepare separate reports to address distribution system improvement charge ~ D S I C ' )  and the treatment 
of income taxation for S corporations and limited liability companies. 

At a minimum qualified plant would need to be found uscd and uscful during the 24-month period. 
Tcidinales before 24 months if rates become cffcctivc that include the qualified plent in rate base in the 24-month 

period. 
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4. That monies received pursuant to Tiifiastructure Coordination and Financing 
Agreements (“ICF.4s”) continue to be treated as Contributions in Aid of 
Construction (“CMG”). This recommendation may be modified as a result of the 
pending review of Giobal’s ICFAs by an independent Certified Public Accountant 
firm. 

SM0:GWB:kdh 

Originator: Gerald W. Becker 
~ 
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Global Water-Palo Verde Utilities Company et al. 
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Introduction 

On February 20, 2009, Global Water - Pdo Verde Utilities Company ; Valencia Water 
Company - Greater Buckeye Division ; Witlow Valley Water Company, hc.; Global Water - 
Santa Cruz Water Company; Water Utility of Greater Tonopah, Inc.; and Valencia Water 
Company - Town Division, (collectively “Global” or “Company”) filed with the Arizona 
Corporation Commission (“Commission”) applications in the above-captioned dockets seeking 
increases in their respective permanent base rates and other associated charges. Decision No. 
71878 arose from that proceeding in Docket Nos. SW-20445A-09-0077 et al. 

In Decision No. 7 1878, the Commission approved Staffs recommendation that 
approximately $60.1 million of monies received under Infrastructure Coordination and Financing 
Agreements (‘“ICFAs”) be imputed as Contributions in Aid of Construction (“CIAC”). Decision 
No. 71878 further ordered that a generic investigation be commenced which looks at how best to 
achieve the Commission’s objectives with regard to encouraging the acquisition of troubled 
water companies and the development of regional infrastructure where appropriate. The 
workshop was to address whether ICFAs, or other mechanisms, if properly segregated and 
accounted for, could be utilized to finance the actual acquisition of troubled water companies, 
and a portion of the carrying costs associated with the unused water and wastewater facilities or 
infrastructure detexmined to meet the Commission’s objectives in this regard. 

To comply with Decision No. 71 878, Staff held a series of workshops. The workshop 
dates and subject matters are. shown below: 

November 1,20 10 - Jntroduction and timelines. 

January 14,201 1 - Distribution System Improvement Charges (“DSICs”) 

February 25,201 1 - Acquisition Adjustments and Rate of Return Premiums. 

March 25,201 1- Imputed Income Tax for S Corporations and certain LLCs 

June 16,2Q11- Generalized Cost o f  Equity. See also Docket No. 08-0149, 

June 24,201 1 - ICFAs 

November 4,201 1 - Cost of Equity, ICFAs, and Conclude Workshops 

Purllase of the Workshops 

The purpose of the workshops was to comply with the requirements of Decision No. 
7 1878’ as shown on Attachment A. 

Decision No 7 1878, 89 at 9-20. 
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Staff Analvsis 

Staff attended the workshops and has reviewed the filings of the various participants. In 
this filing StaPs comments are limited to its recommendations on: 

1. 

2. 
3. 

4. 

Post-in-Service Allowance for Funds Used During Construction (“AFUDC’) and 
Deferred Depreciation 
Acquisition premiums and/or rate of return gremliums. 
A possible mechanism to capture the effects of untimely delays in the processing of a rate 
case. 
Continued treatment of ICFAs per Decision No. 71 878 pending results of an independent 
audit. 

Post-in-Service AFUDC and Deferred Dewreciation 

At one of the workshops, participants expressed concern regarding the inability to earn an 
awarded Rate of Return (“ROR”) due to the carrying costs incurred between the time when 
Construction Work in Progress (“CWIP”) is transferred to Utility Plant in Service (“UPIS’) and 
considered for recognition in rate bases. This occurs because the recording of AFUDC ceases 
when CWIP is transferred to UPIS. 

Under present treatment, utilities record projects in the CWIP accounts and are allowed to 
record AFWC on those balances using a rate that equals the utility’s cost of capital. Upon 
transferring the cost of the completed project from CWlP to UPIS, the recording of AFUDC 
ceases and the utility begins depreciating the asset. During the interim period between the 
transfer fiom CWIP to UPIS and the date when the asset may be recognized in rate base, the 
utility bears the carrying costs of the asset which are unavoidable and unrecoverable under the 
present regulatory process. Once a project is completed, it is transferred to UPIS. 

Staff recommends that some consideration be given to mitigating the effects of carrying 
costs of net plant additions between rate proceedings. Under optimal conditions, a utility would 
transfer plant to UPIS concurrently with filing a rate case which would require up to 12 months 
to process. In addition, Staff prefers 12 months of data after a Company has received new rates 
before it can file another rate case. Realistically, the utility will bear the cav ing  costs of the 
incremental net plant additions during the interim period which is at least 24 months. While the 
utility is technically not entitled to earn on that incremental plant absent a fair value 
determination, Staff recommends that some consideration be given to mitigate effects of 
associated carrying costs which could be significant. Staff recommends the deferral of post-in- 
service AFWC for a period of up to 24 months to mitigate the effect of regulatory Iag. 

Staff also recogxizes that a utility records depreciation expense from the date that the 
assct is placed into service. If this occurs during or prior to the end of the test year in a rate 
proceeding, the utility incurs depreciation expense but has no opportunity to rccover it. Similar 
to the reason associated with regulatory lag discussed morc fully above regarding post-in-service 
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AFUDC, Staff further recommends that depreciation expcnse be deferrcd for a period of up to 24 
months to mitigate the effects of regulatory lag. (The precise entries to effect this would need to 
be determined.) 

The deferral of AFUDC and depreciation would allow a Company to request recovery o f  
both amounts, which it would not normally be allowed to do absent an approved deferral. 

Aco zrisit ion Premiums 

Some participants cite two instances when Staff recommended and the Commission 
approved an acquisition premium. In researching this issue, there are two cases to consider 
which may serve to clarifL the record. 

1. Paradise Valley Water Company (TVWC”)Mummy Mountain Water Company 
(“Mummy Mountain”) - In this proceeding, Docket Nos. W-01342A-98-0678 and W- 
01303A-98-0678, Decision No. 61307, the owners of Mummy Mountain sold their 
systern for approximately $150,000 which incIuded a $40,000 payment to the sellers, 
approximately $47,000 forgiveness of debt for the utility service owed by the seller to the 
buyer (PVWC), $32,000 of property taxes owed by the seller but to be paid by the buyer, 
and administrative costs of $20,000 associated with the sale. Unfortunately, the record is 
silent regarding the net book value of the assets transferred to PVWC, and Mummy 
Mountain’s most recent rate case, Docket No. W-01342A-91-0224, Decision No. 57877, 
is too stale to provide reliable information regarding an appropriate valuation of the 
business. Staff is therefore unable to ascertain the existence, or lack thereof, of an 
acquisition premium associated with this transaction. 

2. The sale of the “McClain systems” to Northern and Southern Sunrise Water Companies - 
Staff reviewed the record underlying Decision Nos. 68412 and 68826. Dated January 23, 
2006, Decision No. 68412 was a rate case which approved a negative goodwill of 
$52,141 for substandard operating conditions o f  the McClain systems. Dated June 29, 
2006, Decision No. 68826 approved the transfer of the “McClain systems” to Northern 
and Southern Sunrise Water Companies and approved acquisition costs of $3 00,000, 
including $1 00,000 for reorganization, bankruptcy and other costs, $1 00,000 €or 
Commission related activities, and S100,000 for transition costs such as support for an 
interim operator, capitalized labor costs, e k 2  Thus, Staff could not find any evidence of 
the Commission granting recovery of a true acquisition premium, although Staff also 
notes that it is aware of few requests by utilities to recover an acquisition premium. 

While a policy of granting acquisition premiums has the theoretical potential to 
encourage healthy utilities to acquire non-viable utilities, it also has the undesirable effect of 
providing owners an incentive to underperfom and become non-viable by design to place their 
utilities in a position to become a lucrative acquisition target. Thus, establishing a general policy 

~ - 

’ Decision No 68826, Findings ofFact, paragraph 47. 
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to grant acquisition premiums can have undesirable as well as desirable attributes. Accordingly, 
acquisition premiums are better considered on a case-by-case basis. 

Staff concludes that the granting of acquisition premiums should be withheld at the time 
the proposed saldtransfer i s  being considered and that authority shoufd be granted to allow 
potential recovery upon the acquiring utility meeting specified conditions such as 1) 
demonstrating clear, quantifiable and substantial benefits realized by ratepayers that are unlikely 
to have been realized had the transaction not occurred; 2) balancing the value of the realized 
benefits against the rate impact; and 3) granting any recovery of an acquisition premium over an 
extended time and requiring continued recovery to be re-justified in subsequent rate proceedings 
to encourage continuous delivery of improved, quality service. 

Rute of Relurn Premiums 

Rate of return premiums may be an alternative to acquisition prerniwns for encouraging 
healthy utilities to acquire non-viable utilities. However, unlike acquisition adjustments, it does 
not present the potential to encourage dysfunctional behavior by operators to intentionally under- 
perform, and accordingly, it is generally a preferred mechanism. Rate of return premiums also 
have a benefit of inherently including a provision for revisiting the appropriateness of its 
continuation in each rate case. Staff concludes thnat the granting of rate of return premiums can 
be an appropriate mechanism for encouraging the acquisition of non-viable water companies 
under certain conditions. Similar to the granting of an acquisition premium as discussed above, 
granting of rate of return premiums should be predicated on the attainment a€ demonstrable, 
quantifiable and realized benefits to ratepayers that would not have occurred had the transaction 
not occurred. Rate of return premiums might be predicated on the attainment of certain 
operational goals and/or implementation of certain best management practices and/or other 
rnetries . 

__I Untimelv Delays 

The Arizona Administrative Code prescribes certain times for the processing of rate 
cases. The time lines vary from 360 days3 for Class A and B utilities to 120 days for Class E 
utilities. In some instances, a case may experience delays for which an applicant is not culpable 
due to its actions or inactions. To the extent that a proposed rate increase is delayed, the 
applicant experiences a permanent loss of the incremental revenues that are ultimately approved. 
To mitigate the effect of foregone revenues under the aforementioned circumstances, Staff 
recommends the establishment of a deferral mechankrn on a case by case basis to capture the 
estimated effect of untimely delays in the processing of rate applications. Such a mechanism 
would be subject to additional analysis in subsequent rate proceedings. 

, 10of12 

Time lines are from thc “Sufficimcy Date” when Staff determines that an application has met (initial) Sling 
requirements. 
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Continued Treatment of ICFAs Consistent with Decision No 71878 

At the time of this report, an audit of the ICFA monies received by Global and its parent 
under ICFAs through December 31, 2008, is underway. Staff will file a supplemental report 
upon receipt and review of the report fiom the independent audit firm. 

Conclusions and Recommendations 

Staff recommends: 

1. Consideration of authorizing utilities to record and defer depreciation and a cost of 
money using an Allowance For Funds Used During Construction (“AFUDC”) rate an 
qualified plant replacements4 for up to 24 months5 after the in-service date to mitigate the 
effects of regulatory lag. 

2. Consideration of allowing acquisition premiums andor a premium on the rate of return 
on a case by case basis and subject to certain conditions, in those cases when: the impacts 
may be offset to some extent by the effects of operational improvements. If granted, 
acquisitions premium would be subject to review and re-justification in future 
proceedings. 

3. Consideration of establishing a mechanism to recognize the effect of delays in the 
processing of rate cases when applicant is not culpable for those delays. 

4. That monies received pursuant to Infrastructure Coordination and Financing Agreements 
(“ICFAs”) continue to be treated as Contributions in Aid of Construction (“CIAC!”). This 
recommendation may be modified as a result of the pending review of Global’s l C F h  by 
an independent Certified Public Accountant firm. 

At a minimum qualified plant would need to be found use and useful during the 24-month period. ’ Termhams before 24 months if rates become effective that include the qualified plant in rate base in the 24-month 
period. 
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ATTACHMENT A 

Decision No. 71878: 

1T IS FURTIIER ORDERED that CI generic investigation shall be commenced which looks at 
how best to achieve the Commission 5 objectives with regard to encouraging the acquisition of 
troubled water companies und the development of regional infrastructure where appropriate. As 
parr of this proceeding, the wovbhop shall adakess whether ICF'As, or other mechanisms, if 
properly segreguted and accounted fbr, could be utilized to finance the actuul acquisition of 
troubled water comparries, and a portion iif the carrying costs associaded with the unused water 
and wastewater facilities or infiastrucfure determined to meet the Commission S objectives in 
this regard Therefore, we will require Stqfto notice and facilitate, und Global to participute in 
stzrkeholder workshops designed to address these issues, and make recommendations to the 
Commission on the issues discussed in the workshops, including whether it is appropriate to 
adopt the recommendations in the next Global Utilily rate case, as well as otherficture rate 
cases. The workshops shall be noticed and held in the existing Generic Docket. 

IT IS FURTHER ORDERED that Staf'shall, within 30 days, provide notice to the parties to the 
Generic Docket, and to other stakeholders, of new workshops in Docket No. W-OOOOQC-Oci-OI49~ 
for stakeholder workshops designed to address the issues set forth in Findings of Fact No. 84, 
Following the conclusion of the workshops, Stuflshall, within 90 days, make recommendations 
iu the Commission on [he issues discussed in the workshops, including whether it is appropriate 
to adopt the recommendations in rhe next Global Utility rate case, as well as other future water 
cases. 

IT  IS FURTHER ORDERED that if the Cammission worhhop results in future treatment of 
ICFAs that i.7 dgkrent than the result in this case, the Applicants may request review of the 
lCFAs subject to this Order in a future rate case for setting prospective rates consislent with the 
recommendations adopled from the+future workshop process. 
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M E M O R A N D U M  

DATE: 21 April 2000 (revised March 1,2001) 

TO: UTILITIES DIVISION 

FROM: Steve Olea, Chief 
Engineering 

RE: Typical Annual Depreciation Rates For Water Companies 

Attached are general guidelines for annual water company depreciation rates by 
NARUC Account Number. These rates represent a typical and customary value 
within a range of anticipated equipment life. 

Water companies may experience different rates due to variations in construction, 
environment, or the physical and chemical characteristics of the water. For rate 
making purposes, the actual values used to calculate an annual depreciation 
expense should reflect, as closely as possible, the actual retirement rates 
experienced by the water company. However, faster depreciation rates should not 
be used if they are the result of imprudence, poor maintenance, or negligence by 
the water company. 

Staff Engineering recommends these depreciation rates be used for all water 
companies unless Engineering states otherwise. 

Attachment 



TYPICAL DEPRECIATION RATES FOR WATER COMPANIES 

NOTES: 
1. These depreciation rates represent average expected rates. Water companies may 

experience different rates due to variations in construction, environment, or the 
physical and chemical characteristics of the water. 

Acct. 348, Other Tangible Plant may vary from 5% to 50%. The depreciation rate 
would be set in accordance with the specific capital items in this account. 

2. 
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